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SMALL BUSINESS DISASTER LOANS 


WEDNESDAY, JANUARY 22, 1958 


Untrep Staves SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a. m., Senator J. W. Fulbright (chairman of the 
committee) presiding. 

Present : Saciatoes Fulbright, Robertson, Douglas, Clark, Proxmire, 
Capehart, and Case. 

e Cuarrman. The committee will come to order. 

The purpose of this hearing is to obtain testimony on S. 2918 intro- 
duced by Senator Thye; S. 2920, introduced by Senator Eastland, my- 
self, Senator Kefauver, Senator Symington, and Senator Thye; and 
S. 2959, introduced by Senator Stennis of Mississippi. These bills 
would amend the Small Business Act of 1953 to authorize the Small 
Business Administration to make disaster loans to small-business con- 
cerns in areas affected by excessive rainfall. 

S. 2959 would broaden the Small Business Act to include other 
catastrophes in addition to excessive rainfall, 

It is necessary to amend the Small Business Act because existing 
law is interpreted to permit such loans only after floods, hurricanes, 
tornadoes, or other sudden disasters, or in an area where a drought 
is occurring. 

The quantity of rainfall falling upon certain sections of the country 
in 1957 reached disastrous proportions, and estimates of the crop loss 
run as high as $500 million. In addition to the direct loss to farmers, 
local small businesses are suffering real injury because the farmers 
are unable to liquidate their obligations to these small businesses. 

I hope that the Small Business Act can be promptly amended to 
permit disaster loans to these small-business men, until such time as 
new crops can restore the economy of these hard-pressed areas of the 
country. 

We will insert in the record the three bills before us, S. 2918, S. 2920, 
and S. 2959. 

Also to go into the record are the reports of the agencies concerned 
with this legislation. 

(The bills and reports referred to follow :) 


{S. 2918, 85th Cong., 2d sess.] 
A BILL To amend the Small Business Act of 1953 to authorize disaster loans to small busi- 
ness concerns suffering substantial economic injury as a result of excessive rainfall 
Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 (b) (1) of the Small Busi- 
ness Act of 1953, as amended, is amended (1) by deleting the words “where a 
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drought is occurring” and inserting in lieu thereof the words “affected by a 
drought or excessive rainfall,” and (2) by inserting after the word “drought” 
where it occurs elsewhere the words “or excessive rainfall.” 


[S. 2920, 85th Cong., 2d sess.] 
A BILL To provide for small business disaster loans in areas affected by excessive rainfall 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 (b) (1) of the Small Busi- 
ness Act of 1953, as amended, is amended (1) by deleting the words “where a 
drought is occurring” and inserting in lieu thereof the words “affected by a 
drought or excessive rainfall,’ and (2) by inserting after the word “drought” 
where it occurs elsewhere the words “or excessive rainfall.” 


[S. 2959, 85th Cong., 2d sess.] 


A BILL To amend the Small Business Act of 1953, as amended, so as to permit the making 
of loans to small business concerns which have suffered substantial economic injury 
because of certain disasters 
Be it enacted by the Senate and House of Representatives of the United 

States of America in Congress assembled, That section 207 (b) (1) of the Small 

Business Act of 1953, as amended (15 U. 8S. C. 636), is amended to read as 

follows: 

(1) to make loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an im- 
mediate or deferred basis) as the Administration may determine to be neces- 
sary or appropriate because of floods or other catastrophes, including neces- 
Sary or appropriate loans to any small business concern located in an area 
affected by any such flood or other catastrophe if the Administration de- 
termines that the small business concern has suffered a substantial economic 
injury as a result of such flood or other catastrophe, and the President has 
determined under the Act entitled ‘An Act to authorize Federal assistance 
to States and local governments in major disasters, and for other purposes’, 
approved September 30, 1950, as amended (42 U. 8S. C. 1855-1855g), that 
such flood or other catastrophe is a major disaster, or the Secretary of 
Agriculture has found under the Act entitled ‘An Act to abolish the Regional 
Agricultural Credit Corporation of Washington, District of Columbia, and 
transfer its functions to the Secretary of Agriculture, to authorize the Secre- 
tary of Agriculture to make disaster loans, and for other purposes’, approved 
April 6, 1949, as amended (12 U. 8. C. 1148a—1—1148a-—3), that such flood or 
other catastrophe constitutes a production or economic disaster in such 
area: Provided, That no such loan including renewals and extensions thereof 
may be made for a period or periods exceeding twenty years: And provided 
further, That the interest rate on the Administration’s share of loans made 
under this paragraph shall not exceed 3 per centum per annum;”. 


SMALL BUSINESS ADMINISTRATION, 
Washington, D. C., January 22, 1958. 
Hon. J. W. FuLBricHt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DeAr SENATOR FULBRIGHT: Further reference is made to your three letters 
of January 10, 1958, requesting the views of this agency on S. 2918, S. 2920, 
and 8. 2959, all bills amending the Small Business Act of 1953, as amended, to 
expand the authority of the Small Business Administration to make disaster 
loans to certain small businesses. 

S. 2918 and §S. 2920, identical bills, would authorize disaster loans to small- 
business concerns suffering economic injury as a result of excessive rainfall. The 
amendment effects two changes in the existing law. 

First, it eliminates from section 207 (b) the language which limits drought 
disaster loans to small-business concerns located in areas “where a drought is 
occurring.” It permits such loans to be made to small-business concerns located 
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in an area “affected by drought” thereby continuing eligibility even after desig- 
nation of the area as a drought disaster area has been officially terminated. 

In substance, this aspect of the amendment is embodied in the act (H. R. 
7963) which was passed by the House at the last session of the Congress and in 
the bill (S. 1789) sponsored by Senator Thye and numerous other Senators. 
I favor this change in the law. 

Second, the amendment introduces a provision authorizing the Small Business 
Administration to make disaster loans to any small-business concern located in 
an area affected by excessive rainfall which has been officially designated as a 
disaster area provided that the concern has suffered an economic injury as a 
result of the excessive rainfall. Such a loan, like a drought loan, could be made 
even after the designation of the disaster area has been officially terminated. 

As to this second change, I wish respectfully to call the attention of this 
committee to the following considerations : 

The financial problems of small-business concerns located in drought or exces- 
sive rainfall disaster areas result principally from the inability of the firm’s 
customers either to repay prior indebtedness or to continue as a customer of 
the firm. Under these circumstances, in the ordinary case, financial assistance 
involves the financing of receivables or of inventory. This type of financing 
requires intimate knowledge of both the small business and its customers. 
Generally, this kind of credit information is available only from a local bank 
familiar with the area. Financing of inventory or receivables requires careful 
administration and continuous examination of the accounts. Such routines as 
the substitution of new accounts for old can readily be performed and inventories 
financed and refinanced from season to season. This is a particular activity of 
commercial banks. 

I believe that it is possible that SBA’s regular business loan program may be 
more suitable than a disaster loan program to provide the financing necessary 
to meet the needs of small-business concerns adversely affected by excessive 
rainfall. 

Participation by local banks in inventory and accounts-receivable loans will 
provide better service and assistance to the affected concerns. It appears that 
SBA’s limited loan participation program is peculiarly adapted to meet the needs 
of concerns affected by excessive rainfall. Under this program reliance may be 
placed upon the local banks to evaluate the credit needs of small businesses and, 
where these needs are evident, SBA can furnish three-fourths of the necessary 
financing up to a maximum of $15,000. 

Handling such financial assistance through the medium of the limited loan 
participation program not only supplies SBA with vital local credit information 
but also precludes this agency from competing with the local banks for banking 
business. Under our statute a disaster loan carries a maximum rate of 3 percent. 
No bank can handle such loans at this rate of interest. Under our regular 
business-loan programs the banks can participate at an interest rate not in excess 
of 6 percent which rate of interest seems more appropriate to the type of financing 
here involved. 

I believe your committee is considering whether the contemplated financial 
assistance to small concerns indirectly affected by excessive rainfall is the best 
solution for the concerns’ financial problems. As you know, these difficulties 
arise, in part, because of the effect of excessive rainfall on the agricultural 
activity in the community. It might be better practice to provide all necessary 
financial assistance to the immediate victim of a disaster rather than to those 
suffering secondary effects. This is, in part, the approach contemplated under 
the regular SBA disaster-loan program. Thus, the committee may wish to ex- 
amine into the question of whether the present agriculture disaster loan pro- 
grams are adequate to their purpose. 

The Small Business Administration has no present information as to the 
number of small-business concerns which might require the financial assistance 
contemplated under 8. 2918 and S. 2920. However, I have instituted a study of 
On question and will make the results of this inquiry available to your com: 
mittee. 

From a technical point of view, it appears that the language embodied in 
S. 2918 and S. 2920 is satisfactory to bring about the aims of this legislation. 

I believe that the foregoing comments are pertinent to S. 2959. However, this 
proposal presents certain additional problems. The bill would amend section 
207 (b) (1) of the Small Business Act to empower this agency to make loans 
made necessary because of floods or other catastrophes. At this point, this 
authority is similar to the authority presently contained in the Small Business 








4 SMALL BUSINESS DISASTER LOANS 


Act. However, in addition the bill authorizes loans to be made “to any small- 
business concern located in an area affected by any such flood or other catastrophe 
if the Administration determines that the small-business concern has suffered 
a substantial economic injury as a result of such flood or other catastrophe” 
and if the area has been designated a disaster area by either the President or 
the Secretary of Agriculture. As I have stated earlier, since the inception of 
the disaster loan program this agency has interpreted the words “floods or other 
catastrophes” to mean, only a flash-type physical phenomena such as floods, 
freezes, windstorms, hurricanes, and the like. Thus, it would appear that 
neither drought nor excessive rainfall could be classified as either a flood or 
other catastrophe. 

I am sure that you recognize that there are many calamities which create 
hardship but which are not intended by Congress to be a catastrophe within the 
meaning of the Small Business Act. I refer to such matters as the burning of a 
building, an explosion in a factory or the sinking of a ship. For this reason, 1 
believe that in connection with granting disaster relief to concerns which have 
suffered economic injury as a result of a catastrophe, the Congress should spell 
out precisely what is meant by a catastrophe. Consequently, the amendments 
set out in S. 2918 and S. 2920 are preferable to the general language of S. 2959. 

I trust that the foregoing comments will be a sufficient reply to your letter 
of December. 11, 1957, asking my comments on similar proposed legislation. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B, BaRNEs, Administrator. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., January 15, 1958. 
Hon. J. W. FuLsricHr, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear SENATOR FULBRIGHT: This is in reply to your requests of January 10, 
1958, for our comments on §. 2918, S. 2920, and S. 2959, bills to amend the Small 
Business Act of 1953, as amended. 

S$. 2918 and 8.2920 would authorize the Small Business Administration to 
ane in areas affected by excessive rainfall as well as those affected by 

rought. 

S$. 2959 would authorize the Small Business Administration to make loans 
(either directly or in cooperation with banks or other lending institutions through 
agreements to participate on an immediate or deferred basis). as that agency may 
determine to be necessary or appropriate because of floods or other catastrophes. 

The Department of Agriculture has no direct responsibility for dealing with 
small-business men concerning problems such as those covered by the bills. 
Therefore, we have no recommendation regarding enactment of the proposed 
legislation. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


TREASURY DFPARTMENT, January 21, 1958. 
Hon. J. W. Fu.sricHr, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CHarmmMan: Reference is made to your requests for the views 
of this Department on S. 2918, S. 2920, and §S. 2959, to amend the Small 
Business Act of 1953 with respect to disaster loans. 

The Department believes that the objective of the Small Business Act as 
originally enacted was to limit disaster loans to situations where there was 
a direct physical loss of property due to a disaster and that the act was not 
intended to cover situations where small business concerns suffered economically 
as an indirect result of a disaster. While the Small Business Act has since been 
extended to permit loans to small-business concerns which suffered substantial 
economic injury as a result of drought, we were opposed to the extension at the 
time and feel that the authority should not now be further liberalized. 
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The Federal Government has taken a number of steps to provide disaster 
relief for the farmers and ranchers who are the customers of small-business 
concerns in drought areas. If there is a need for additional assistance, we are 
of the opinion that it should be made directly to the victims of the disaster 
rather than to the small-business concerns which are indirectly affected. More- 
over, the regular facilities of the Small Business Administration, such as the 
limited loan participation program, are available to small businesses in disaster 
areas. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. RossBins, 
Acting Secretary of the Treasury. 





THE SECRETARY OF COMMERCE, 
Washington, D. C., Jannary 22, 1958. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter is in reply to your requests for the views of 
the Department of Commerce with respect to S. 2918, S. 2920, and S. 2959, bills 
to authorize the Small Business Administration to make disaster loans to small 
businesses in areas affected by excessive rainfall. 

The Department of Commerce does not have statistics of damage tied to certain 
periods or instances of excessive rainfall. As you know, such damage statistics 
resulting from weather conditions as the Department does have are mere com- 
pilations of estimates made by others in the affected areas. 

We would be able, through the Weather Bureau and its some 12,000 rain 
gagers, to assist in evaluating the term “excessive rainfall” and in determining 
which areas are so affected. 

In general, however, we do not have information to enable us to come to any 
conclusions concerning any economic injury caused by excessive rainfall or the 
feasibility of legislation for the purpose of these proposals. 

We have been advised by Bureau of the Budget that it would interpose no 
objection to submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


The Cuarrman. We will insert a press release, including an ex- 
change of correspondence on this subject with the Department of 
Agriculture, 

(The material referred to follows :) 

DECEMBER 12, 1957. 


Press RELEASE FROM THE OFFICE OF SENATOR J. W. FULBRIGHT 


WASHINGTON, D. C. (Special). —Senator J. W. Fulbright (Democrat of Arkan- 
sas) has announced that he will support legislation in the next Congress to allow 
the Small Business Administration to make emergency loans in areas suffering 
from excessive rainfall. 

The present law authorizes emergency loans for indirect economic injury 
only in drought situations. Arkansas farmers and businessmen have suffered 
heavy losses from abnormal rainfall during the harvest season. Hmergency loans 
permit a lower interest rate and longer repayment periods than ordinary SBA 
loans. “It seems obvious to me,” Senator Fulbright said, “that indirect economic 
injury caused by crop damage resulting from excessive rainfall is equally as 
disastrous as injury caused by drought.” Fulbright has asked Wendall Barnes, 
Administrator of the Small Business Administration, for his views on the pro- 
posal. The Senator is chairman of the Senate Banking and Currency Com- 
mittee, which will consider the legislation in the Senate. 

The Senator also released a letter he received from the Department of Agri- 
culture in reply to his request for prompt disaster assistance for Arkansas 
farmers. He termed the reply “unsatisfactory.” “It still leaves unanswered the 
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question of why disaster aid has not been furnished more promptly and glosses 
over the problem of emergency credit for refinancing,” Fulbright said. 

“I am hopeful that the Congress will give careful consideration to the entire 
problem of disaster aid. I think the subject needs a thorough review by Congress 
to place it on a more realistic basis,’”’ Fulbright commented. 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, December 10, 1957. 
Hon. J. W. FuLsrient, 
United States Senate. 

DEAR SENATOR FULBRIGHT: We were glad to get your letter of November 29, 
1957, and to have your appraisal of the distress caused among Arkansas farmers 
because of excessive rains over the past month. Your letter confirms informa- 
tion that has been made available to us from other sources. 

We have tried to alleviate the difficulties faced by Arkansas farmers because 
of the excessive rain. On May 29, the President designated flooded areas in 
Arkansas as major disaster under Public Law 875. On August 19 he amended 
this designation to include additional areas. We sent one of our most able 
fieldmen, Mr. James Cross, into Arkansas. He gave us a report indicating the 
extent of the disaster. On June 20, the Commodity Credit Corporation made 
available surplus stocks of feed grain without cost to eligible Arkansas farmers 
for the purpose of maintaining their distressed livestock in Lafayette, Little 
River, Hempstead, and Miller Counties. 

Under Public Law 38, 26 counties have been designated by the Secretary as 
eligible for emergency credit. Nineteen counties have been designated for agri- 
cultural conservation practices ; $290,000 has been sent into the State as a con- 
tribution to restore flood-damaged lands. We are now reviewing this program 
so as to make further contributions for restoring flood-damaged areas after 
January 1. 

As of June 1, 1957, 178,448 family units were receiving donated surplus com- 
modities from the Department of Agriculture. These commodities are still avail- 
able to those in need. 

It is noted that you believe that emergency credit policies should be reviewed 
with the end in view of granting emergency loans for refinancing existing debts. 
Farmers’ Home Administration is only one of the many credit institutions serving 
Arkansas farmers. We have inquired as to deposits in Arkansas banks and find 
that while deposits are down, the banks are still in a strong position. 

In addition, production credit associations operate in your State and the 
Farm Credit Administration advises us that they are able with very few excep- 
tions to take care of their regular customers and are willing and able to serve 
new ones. In short, there is no shortage of loanable funds in the area served 
by the Federal Intermediate Credit Bank of St. Louis. 

The Department has two satutory authorities which may be used to assist 
farmers with loans falling in the general category of production and intermediate- 
type credit. These statutory authorities will be used to the fullest extent pos- 
sible in assisting Arkansas farmers as a result of the losses that have occurred 
there. The policies under which these loans are made are based upon the 
provisions in the statutes and understandings that have been reached with 
Congress concerning the use of such authorities. These two types of loans are 
explained below : 

Operating loans under title II of the Bankhead-Jones Farm Tenant Act 
are made to eligible farmers for such items as seed, fertilizer, gas and oil, 
machinery repair, other farm needs and living expenses. These loans are 
also made for the purchase of livestock, farm machinery, and the refinancing 
of debts on livestock and farm machinery. These loans are made from 
appropriated funds. The county offices of the Farmers’ Home Administra- 
tion are now processing loans to farmers for the purposes indicated above as 
applications therefor are approved by the local county committees. 

Emergency loans under Public Law 38 are now available in 25 counties in 
Arkansas which have been designated by the Secretary of Agriculture. 
These loans are available for farm operating costs and living expenses. 
However, the operating budgets made up in connection with these loans 
may include interests to other creditors for loans secured by liens on farm 
machinery and loans secured by real-estate liens on the farm. These loans 
are not available for the refinancing of debts. These emergency loans are 
made from a revolving fund established by Congress when Public Law 38 
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was enacted in 1949. The Department’s policy of not making loans from 
this revolving fund for the refinancing of debts to other creditors has been 
a longstanding policy of the Department. This policy has been discussed at 
many hearings before congressional committees participated in by Depart- 
ment officials. 

It has been our experience that the use of both authorities described herein will 
enable the Department to satisfactorily meet the credit needs in these emergency 
areas. 

The Department of Agriculture stands ready through the Farmers’ Home 
Administration to assist with emergency credit in the financing of eligible 
farmers for production of next year’s crops. It is particularly alert to assist 
farmers who have suffered from disasters beyond their control but wish to 
continue their operations. It is ready to help with the conservation practices in 
restoring land damaged by excessive rains and floods. If there is a need for 
feed grain to maintain basic breeding herds, these supplies may be made avail- 
able. In addition, the Department of Agriculture can, as it has done hereto- 
fore, make surplus foods available to needy persons. 

It is not the intention of the Department of Agriculture to hide behind techni- 
calities in reviewing requests for assistance on receipt of reports from our State 
disaster committee. Action to alleviate distress among Arkansas farmers will 
be taken in a Sympathetic and understanding manner. We will give prompt 
consideration to all requests from the Arkansas State Disaster Committee to 
the full extent intended by the appropriate statutes. This includes assistance in 
the purchase of feed grain, assistance in the rehabilitation of flood damaged 
lands, emergency credit, and making available surplus foods. 

It is to be regretted that more farmers who suffered such severe losses could 
not avail themselves of the protection provided by the Department’s Federal crop 
insurance program or hedge against loss by taking advantage of the soil-bank 
program. By use of these programs a farmer can protect himself against dis- 
astrous losses and it is suggested that these protections be considered in plan- 
ning next year’s farm operations. 

Again let me assure you of our desire to be helpful in serving the farmers of 
Arkansas who find themselves in difficulty. 

Sincerely yours, 
TRUE D. Morse, Under Secretary. 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
December 11, 1957. 
Hon. WENDELL B. BARNEs, 
Administrator, Small Business Administration, 
Washington, D. C. 


Dear Mr. BARNES: As you know, many parts of the South have experienced 
disastrous rainfall this year. The situation is particularly acute in Arkansas, 
Mississippi, Missouri, and Tennessee. I am advised by Senator Eastland, of 
Mississippi, that in your opinion existing law permits disaster loans to businesses 
for indirect economic injury only when such injury is caused by drought. 

In my opinion indirect economic injury caused by crop damage resulting from 
excessive rainfall is equally as disastrous as injury caused by drought. I will 
support wholeheartedly a proposal which Senator Eastland plans to introduce 
early in the next session of Congress. 

This proposal would amend existing law as follows: 

“Section 207 (b) (1) of the Small Business Act of 1953, as amended, is 
amended (1) by deleting the words ‘where a drought is occurring’ and inserting 
in lieu thereof the words ‘affected by a drought or excessive rainfall,’ and (2) by 
inserting after the word ‘drought’ where it occurs elsewhere the words ‘or 
excessive rainfall.’ ” 

In order that the Banking and Currency Committee may give prompt con- 
sideration to this proposal, I would appreciate having your views as soon as 
possible. 

Sincerely yours, 
J. W. Fusrieut, Chairman. 


The Cuairman. Our first witness this morning is the distinguished 
junior Senator from Mississippi, Senator Stennis. 
Senator Stennis, will you please come forward ¢ 
’ “ 
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STATEMENT OF JOHN STENNIS, A UNITED STATES SENATOR FROM 
THE STATE OF MISSISSIPPI 


Senator Stennis. Mr. Chairman and members of the committee, 
I certainly want to thank you especially for this chance to appear 
here, and particularly to appear at this time. You have already called 
out the numbers and the authorship of these bills, and all of them 
have the same purpose, and all of us are working together to meet 
this problem. 

I had expected to be here this morning to testify after you and 
Senator Eastland had testified on your bill, but you, as the presiding 
officer, did not care to testify now as I understand, and Senator East- 
land is compelled to take up another matter in the Judiciary Com- 
mittee, of which he is chairman. 

Mr. Chairman, I have here a prepared statement that sets forth in 
a few words the picture and the need for this particular form of 
legislation, and I would like to put that statement in the record and 
then speak to some of the high points that it covers. 

The Cuarrman. It will be so ordered, and I think that will be an 
excellent way to proceed. 

Senator Stennis. Thank you, Mr. Chairman. 

Mr. Cuarrman. There is no conflict between the various segments 
of the economy and the Small Business Administration so far as 
competition is concerned between bankers and the Government for 
disaster loans to small business. The Mississippi Bankers Associa- 
tion, who are more familiar with the real problems, have approved 
the general principles of this bill and like measures, and asked that 
they be enacted into law to meet these acute conditions. 

Let me read here just 1 or 2 paragraphs with reference to the con- 
ditions in the Southeast that this legislation is designed to meet. This 
pertains to a crop failure not due to drought, or not due to a flood, 
but due to continued and persistent rains—rains not during the grow- 
ing season but during the harvesting season. 

I have lived in the farming areas all my life and this is the worst 
deterioration and the worst injury to a crop that I have ever seen 
after the crop matured. All of the money except the harvesting 
money had been spent on this crop. This was not a case where the 
farmer was flooded out in the spring or even in the summer. All of 
the investment had been made for the most expensive crop that has 
ever been grown in the Southeast, and then the attempt to gather that 
crop under adverse conditions, was much more expensive than it 
would have been under normal conditions. 

In the Department of Agriculture itself the cotton production esti- 
mates for exnai Oklahoma, and all States east have been revised 
downward 1,645,000 bales, or over 16 percent, since September 1, 1957. 
During this same period, the cotton loss for Mississippi alone has 
amounted to over 390,000 bales, or roughly one-quarter of this total 
reduction. These are the estimates back in December, although this 
has become much worse. 

Reports coming from some Mississippi counties indicate that boll 
rot, insect damage, and grade deterioration have reduced market value 
by as much as 50 percent. That was true of many counties, and in some 
counties it was far more. 
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That is an unusual situation ; in fact, it is a catastrophe, for a cro 
that has already been grown and cultivated and fertilized, with a 
the money spent on the poisoning of insects, and everything else that 
is necessary to raise the crop, and then to have it deteriorate in the 
field by as much as 50 percent, and in many areas even more. 

In ens particular areas there is a paralysis—a paralysis of the 
credit situation and the financial situation—in the channels that ordi- 
narily supply the necessary credit needs which keep the economy of the 
area moving. Such a catastrophe as this does absolutely paralyze the 
economy and this is the situation with reference to large areas. There 
have been 387 counties—in the Cotton Belt that have been declared 
disaster areas by the Department of Agriculture itself. 

Getting down to what the act does, it merely makes eligible for 
loans small-business men in these areas that have been officially de- 
termined to be disaster areas. It makes them eligible for this Small 
Business Disaster Act loan. This can involve bank participation in 
that loan, or it can be a loan made exclusively by the Small Business 
Administration. 

Gentlemen, if I may give a slight personal illustration. I was on 
the board of directors of a small county-seat bank during the depres- 
sion and I saw the array of people there who came in year after 
year when they could not pay their loans because of the low and 
depressed prices which existed. I saw the banks disappear one after 
the other, just as you gentlemen observed them, but I had a personal 
contact there with these conditions. 

In these more acute areas the situation today is absolutely the 
same, or even more pronounced. This is the most expensive crop that 
has ever been grown in the Southeast. As I say, all of the funds 
necessary for producing it were spent, and then it was lost, just when 
it was almost a bird in the hand. 

A very distinct gap exists here that must be filled now from some 
source, or else there is going to be this continued deterioration, which 
has already occurred, and then there is going to be a collapse. 

So, Mr. Chairman, I urge your considerate attention and ask that 
you make the most searching inquiries. I think the facts will fully 
justify, with proper safeguards and such restrictions as the committee 
may see fit to make, an extension of this very valuable and sound 
legislation that has already come out of this committee to take care 
of these proven cases of the kind that I have already enumerated. 

I know you have many witnesses here and I will not impose on your 
time further, but will file my statement for the record. 

The CHarrman. Senator Stennis, I appreciate your statement. In 
view of your experience I wonder if you would discuss in more detail 
the distinction between the way this has affected the farmers and the 
small-business men. You are familiar with it, I know. 

Senator Stennis. Yes. 

The Cuarmman. There is a difference there. Could you explain 
that for the record ? 

Senator Stennis. Yes. That isa very good point. 

So far as the direct loan is concerned to the farmer or the produc- 
tion loans, that is a matter that would not be before you committee, 
but would have to be taken care of in the Agriculture Committee. 
This particular category here pertains to the little-business man. He 
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has a sound, going concern all right. He is not bankrupt and you 
would not be coming in with these loans to bail him out, but he is an 
integral and necessary part of the community; he is a necessary part 
of the economy of the area; and he has slteady loaned and committed 
his money and resources. 
_. There are many of these loans that are sound that will come through 
if given time. The Small Business Administration would come in 
in proper cases and fill in the gap there, and tide the small-business 
man over, so that he can keep his head above the water, both literally 
and figuratively, and have a chance to recoup these losses. When 
you keep the small-business man going, you are keeping him above 
water and keeping from being drowned out all those that he is carry- 
ng along. r 
n that way he is the spearhead of this thing; he is the boat in 
the economy to which so many others are clinging. If you take him 
out, or if he is destroyed, or if his part of the economy is destroyed, 
then you have gaping holes where something would have to be done 
to fill the gap, and that would cost some agency of the Government a 
considerable sum of money. 

I do want to say, though, that these are sound loans that can be 
recouped, and can be recovered; it is just a question of time. There 
is not enough local credit. Local credit is exhausted in many of these 
areas to the extent that it cannot bridge this gap. 

The CHatrman. Would you say that if the small-business man is 
not given some relief, then he in self-protection would have to start 
suing, a procedure which could easily snowball and cause a great 
deal of trouble? 

Senator Stennis. That is right. 

The Cuamman. Whereas, if he can be given some relief himself, it 
stops it from ever starting. 

enator Stennis. That is true. It stops the snowball from ever 
starting. Some of these small-business men are able to go to the 
banks and bail themselves out in part, but the local credit sources are 
exhausted, and many of them are so involved, even though it is not 
hopeless and this paper is good, still for the time being it is hopeless 
and they have to have something to buoy them up and to tide them 
over. 

To the members of the committee who are not from farming areas 
I cannot overemphasize the permanent part of the picture, but next 
year is going to be a year that will bring them through, and next 
year does bring them through in a great many instances. So this is 
a tide-over affair, and these loans I verily believe will be good, sound 
loans, but there must be some agency that will come in now to meet 
this particular need. 

The Crarrman. I notice your bill does more than add “excessive 
rainfall” to the calamities covered by the law. You say “flood or 
other catastrophe.” 

Senator Srennis. Yes. 

The Cuarrman. What did you have in mind there? 

Senator Stennis. That was to cover the situation in other areas. 
I included this language deliberately because I thought there might 
be other occurrences throughout the Nation that I was not familiar 
with where conditions were just as severe and just as acute as they 
were in the Southeast. I said natural disasters, and those are things 
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beyond the control of man, which no planning can correct. I do not 
readily think of a particular illustration, but we are stating that this 
is to encompass conditions wherever they are, or whatever they are, 
whether it is excessive rainfall or other disasters. 

The Cuarrman. One last question: Do you see any distinction, or 
any significant distinction, between the condition caused by excessive 
rainfall and the condition caused by drought ? 

Senator STennis. Well, of course, the analogy is clear. There is no 
valid distinction and in this particular case so far as the money having 
been spent and having to have something to buoy up the economy, the 
conditions are worse because in this most expensive crop the money 
had already been expended except for the actual gathering, and in this 
case it was more expensive to gather a poor crop. In some cases in 
some communities they had a 70 percent loss after the cotton was 
already opened and ready to harvest. They had a 70 percent loss. 

The CHairman. Does the Senator from Indiana have any ques- 
tions ¢ 

Senator Carenart. Yes. I do not think anyone can quarrel with 
what you are trying to do because there is no question but that our 
farmers from time to time do lose their crops as a result of water and 
floods. It makes just as much sense for us to help them in respect to 
their losses as a result of excessive water as it does to help them in 
the case of drought. 

Senator Srennis. I appreciate the Senator’s understanding this 
problem. 

Senator Carenartr. On the question of helping small business this 
year, aren’t we doing exactly that at the moment with the Small 
Business Act ? 

Senator Stennis. Yes; you are doing that with the Small Business 
Act. It is just not broad enough in ‘terms to cover this particular 
difficulty. This is merely an amendment, 

Senator Carrnarr. Your bill is directed toward the Small Business 
Administration as well as the Agriculture Department. 

Senator Stennis. My bill provides for a small business disaster loan. 

Senator Capenart. Does not the present law and is not the Small 
Business Administration at the moment doing exactly what you ad- 
vocate here? That is my point. 

Senator Stennis. Yes; in case of drought, but not in case of exces- 
sive rainfall. This is merely a little broadening of the language of 
the bill to meet conditions. 

Senator Capenarr. In other words, the Small Business Administra- 
tion is doing exactly what you recommend here now? 

Senator Srennis. Yes; in case of drought and physical damage to 
property. 

Senator CapeHart. But you would like to have farmers brought 
under the Agricultural Act. 

Senator Srennis. It is the small-business man who would still be 
the party involved, but the reasons for the loan would be based upon 
this excessive rainfall that has depressed the local economy, 

Senator Capenart. That is true with small business at the moment. 
The Small Business Administration is now loaning money to small 
businesses that have losses as a result of floods. 
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The Cuarmman. If the Senator will yield, they make a distinction 
between a sudden flood and excessive rainfall, which is gradual in its 
effect. 

Senator Stennis. Yes. 

The Cuarrman. What this amendment seeks to do is to make the 
damage resulting from excessive rainfall, as distinguished from a 
flood, eligible under the act. It seeks to make these smal] businesses 
eligible under the act in a situation like that. It is a very slight ex- 
tension of the act. When you say they are doing exactly this, that is 
not quite correct. It is almost, but not exactly. 

Senator Srennis. The purposes and the plan are the same. These 
conditions here are ruled out under a strict interpretation of the 
wording of the Small Business Act, and these bills which we have here 
would merely extend that language enough so as to include the con- 
ditions we are now facing. 

Senator, we did not have a flood, but there was excessive rainfall one 
day following another, and one week following another, and one 
month following another. 

Senator Carrnarr. That is on the farms? 

Senator Srennis. Yes. And that spread and extended, as I say, 
to 387 counties. 

Senator Carenart. I am not quarreling with you at all on the farm 
end of it, but I am trying to find out if it is not a fact as far as busi- 
nesses are concerned that we are not doing the very thing you advo- 
cate here, at the moment. 

Senator Srennis. Yes, sir; you are, except when it is due to this 
particular rainfall situation. The Small Business Administration 
= not think the law is quite broad enough to cover that situation 

ere. 

Senator Carrnart. I have one other question. 

Senator Srennis. Certainly. 

Senator Carprnart. Would it be wise to set up an insurance com- 
pany and let everybody who feels they might want to, pay a little 
premium and be paid for their damages? Maybe we could do that in 
addition to this, or as a substitute for this. 

Senator Stennis. I certainly would not reject that idea. 

Senator Carenart. Of course, every farmer knows his land is oc- 
casionally subject to flood. 

Senator Srennis. Yes. 

Senator CaprHarT. And he loses his crops as a result of excess 
water. 

Would it be a good thing to have a governmental insurance agency 
where he can go and buy insurance against that sort of thing ? 

Senator Srennis. I would not reject that idea, certainly, and if 
worked out on a long-range, sound basis, I am sure it would be a 
splendid idea, Senator. 

Senator Carrnart. Thank you. 

Senator Srennis. I appreciate very much your questions on this 
matter, because I see you are familiar with the problem we have. 

Senator Carenart. I know exactly what your problems are. 

Senator Stennis. Yes. 

Mr. Chairman, I have an excellent statement here to your committee 
prepared by Mr. B. F. Smith, executive vice president of the Missis- 
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pi Delta Council, which is right in the middle of this area. May I 

- that it be put in the record ? 

The Cuarrman. It will be received and put in the record at, the 
conclusion of your statement, Senator Stennis. 

Does the Senator from Virginia eare to ask any questions? 

Senator Rosrerrson. The Senator from Virginia wishes to call at- 
tention to the fact that this proposal to extend disaster loans to a 
situation that has an adverse effect on the wholecommunity and which 
would make it tough for a merchant, or a manufacturer, or something 
of the sort, could greatly expand this subsidy that we wrote into the 
original disaster law. We let them have money for what is now one- 
half of what it costs us for twice as long. _ The original small-business 
loan was a loan that could only run for 10 years and interest would not 
be more than 6 percent. I think at the present time they are charging 
close to 6 percent. 

I think the chairman of the committee will recall in the very 
splendid study he made of the operations of the Reconstruction 
Finance Corporation that he found that the RFC lost money on its 
small loans, even when they were repaid, because it took so much to 
service them. 

We have before us this year a bill to authorize REA to continue 
loans at 2 percent. That was written into the law when the Govern- 
ment had 2 percent money. They feel that they have a vested right 

now in 2 percent money. We wrote a direct subsidy to a small busi- 

ness enterprise that had been directly affected by disaster, saying 
that we would give him 20 years and we would give him 3 percent 
money for that period of time. I don’t remember exactly when this 
was written. 

Senator Capenart. I think in 1935. 

Senator Roserrson. All right. The Government then was bor- 
rowing money at 2 percent. Tam thoroughly in sympathy with your 
desire to help small business, because we know the inadequacy of the 
enforcement of the antitrust laws, plus the fact that we find some big 
corporations are so well managed that they can produce more effi- 
ciently than the small ones, is putting a lot of small companies out 
of business. It is just a question in my mind as to the desirability of 
it. If we are going to expand this program to bring in adverse con- 
ditions growing out of floods and droughts, or any other natural 
cause, and we are going to make a 20-year loan out of it at : > percent 
when the money is going to cost the Government close to 6 percent, 
then that is a question we must face. 

We have three bills here today. You are not the only one who has 
suggested this. We have two other bills from other Senators, and 
they all said 2 percent. As the Senator from Indiana said, maybe 
back in 1935 it was 3 percent, and that is the point of it. 

When we once start a subsidy we get tied to it. No matter how 
things change, they come back to us and say, “Well, you let this other 
fellow have it for 3 percent. Why charge me 6 percent 2” 

We are going to expand this a great deal. We will have a possi- 
bility of loaning $125 million. I believe that is the total of the dis- 
aster loans that can be made. 

Senator Srennis. Not really. That estimate is very high, Sen- 
ator. Do you mean under this extension ? 
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Senator Rosrertson. No. I said the total that can be loaned under 
all disaster loans is, as I understand it, $125 million. 

Senator Stennis. Excuse me. 

Senator Rosertson. But we have not put out much money under 
the direct disaster loans because most of them are covered by insurance 
if they have direct losses. There is one thing that bothers me, to be 
frank about it. I am in sympathy with this and I know we have two 
other bills before us, and I am sure this committee will bring out a 
bill. Perhaps we can consolidate them. I just throw out the sug- 
gestion, though, as a question, as to how far the Government, hard- 
pressed as it is for money, should go in subsidizing small business. 

Senator Srennis. I appreciate the Senator’s comment with refer- 
ence to this problem, fh I know he wants to meet it. I am advised, 
Mr. Chairman, that we have this revolving fund which would be avail- 
able, and it would not require any extra amount there. 

On this interest rate matter, of course a number of these loans would 
be shared, I anticipate, by local banks, in which the interest rate will 
be high and could perhaps run up to 20 years. 

Again I thank the committee for the opportunity of appearing here. 
I do appreciate it. 

The Crarrman. Does the Senator from New Jersey wish to ask 
the witness any questions? 

Senator Case. Just this question: What is your conception of the 
purpose for which these loans would be made? This in a way follows 
the line of questioning that the Senator from Virginia pursued, and 
your own comment as to the length of time. 

Senator Srennis. Yes. 

Senator Case. I wonder if you have any idea as to what in most 
cases people need the money for, and would use the money for. Should 
it be in the nature of additional working capital, or what ? 

Senator Stennis. Well, it is really that these loans that were made 
during the calendar year 1957 were primarily production loans for 
farming. They just cannot be paid, Senator Case. The crop was 
grown and it was lost before it could be harvested. These small- 
business men and firms are wat keep our economy going. These loans 
would tide them over rather than causing them to collapse, and it 
would also provide some working capital for the loans for the year 
1958. In farming in the Southeast the big year is the next year, as 
I said a while ago, and the only salvation for it is to be able to keep 
going until that next year comes. That is where they will recoup 
their losses. 

With the old supply merchants, if you knew what that meant, 
largely gone from the scene, there must be some medium that can 
take care of years like the ones we had in the year 1957, in these 
great areas. These loans will come in and fill that gap which exists. 
I think very few of them would be for a long period of time. They 
would depend, of course, on the judgment of those representing the 
Small Business Administration, but it is a matter which is necessary 
to permit recouping of the loans which are now in bad shape because 
of this crop failune, and also to provide funds for 1958, which is the 
only chance that these people have to come out whole. 

Senator Casr. Then generally it is a tide-over proposition ? 

Senator Srennis. That is right. A tide-over proposition and a 
future production proposition, too. 
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Senator Casr. Thank you. 

The CHarrMan. Does the Senator from Pennsylvania have a 
question ¢ : 

Senator CrarKk. Senator Stennis, I am very much impressed by 
your splendid presentation of this very real need. 

Senator Stennis. Thank you, Senator. 

Senator Ciark. I have a technical, legal question. The present 
text of the act uses the word “drought” three times. 

Senator Srennis. Yes. 

Senator Ciark. As the kind of situation where a loan is permis- 
sible. In your text you have eliminated the word “drought” and 
have substituted the phrase “flood or other catastrophe.” 

Senator Stennis. Yes. 

Senator Ciark. Did you not, however, intend that a drought would 
be encompassed by the phrase “other catastrophe” ? 

Senator Srennis. Yes. 

Senator CirarKk. You and I know not only what other administra- 
tive agencies do, but what the courts sometimes do in terms of 
interpretation, where a word is in an act and then it is taken out. 

Senator Srpennis. Yes. 

Senator Criark. I wonder if you would have any objection to 
having the phrase remain, “flood, drought, or other catastrophe,” in 
order to make it abundantly clear. 

Senator Srennis. I certainly would not object, sir, and I ap- 
preciate your suggestion. I think it is very timely made, Senator 
Clark. Thank you very much. 

The Cuarman. Are there any other questions / 

If not, thank you very much, Senator Stennis. 

Senator Srennis. Thank you very much. 

(The prepared statements of Senator Stennis and Mr. Smith 
follow :) 


STATEMENT OF JOHN STENNIS, A UNITED STATES SENATOR FROM THE STATE 
OF MISSISSIPPI 


Mr. Chairman, I especially appreciate this opportunity to appear before 
your committee in support of legislation which would extend small-business 
disaster loans. The three bills pending before your committee, including my 
bill, S. 2959, are designed to come to grips with the pressing credit needs in 
agricultural disaster areas. This is indeed a critical situation and I urge 
the committee to act immediately to approve an amendment which would 
permit the Small Business Administrator to make direct or participating loans 
to private enterprises showing substantial economic loss from excessive rain- 
fall, heavy insect infestation, or other natural disasters. 

During the past year, a great part of the entire Southeast has suffered a 
Serious crop failure. Department of Agriculture cotton production estimates 
for Texas, Oklahoma, and all States east have been revised downward 
1,645,000 bales or over 16 percent since September 1, 1957. During this same 
period, the cotton loss for Mississippi alone has amounted to over 390,000 bales 
or roughly one-fourth of this total reduction. Reports coming from some 
Mississippi counties indicate that boll rot, insect damage, and grade deteriora- 
tion have reduced market value as much as 50 percent. Soybeans, corn, and 
other crops have also suffered greatly in the unfavorable weather conditions. 
The overall loss to Mississippi crops has been estimated at more than $100 
million. 

The Secretary of Agriculture has already declared 387 counties in the Cotton 
Belt alone as disaster areas and has authorized emergency loans to assist 
farmers in financing the 1958 crop. In Mississippi, 60 counties have been de- 
clared eligible for disaster loans. These loans would give some assistance to 
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farmers, but the Farmers’ Home Administration loans cannot be used to pay 
existing debts, 

The 1957 agricultural income loss has had serious impacts on our farmers, 
processors, merchants, bankers, oil and equipment suppliers, fertilizer, insecti- 
cide and seed dealers, and the local economy in general. Many farmers have 
had a complete crop failure and therefore are not in a position to pay existing 
debts. As a result, this collapse has plaeed the local processors and other busi- 
ness men who supply farmers in a most critical position. These local business 
men face the same credit problem that confronts the farmer. Local credit is 
already largely extended. In agricultural areas, we have many merchants 
whose main customers are farmers, tenants, and others who depend on the 
crops for their livelihoods. Collections during the past crop year were low, 
and unless these merchants receive help through the disaster loan program 
many of them will be forced to close down. This is a most critical situation 
and the need for extending the disaster loan program to small businesses 
who furnish farmers and cannot obtain the necessary credit from local lending 
agencies cannot be overemphasized. 

The Small Business Act authorizes disaster loans to small businesses who 
can show substantial evidence of economic injury resulting from drought con- 
ditions. The act also authorizes general disaster loans to business concerns 
who have suffered tangible property loss as a result of floods or other catas- 
trophes. However, the act does not authorize disaster loans to areas seriously 
affected by heavy rainfall and other natural causes. Excessive rainfall results 
in the same economic injury as drought Conditions and a provision should be 
included in the act to cover this serious problem. Other natural disasters 
should be anticipated and included in an amendment to this act. 

The amendment which I have offered extends the disaster loans to small 
businesses who can show substantial economic injury resulting from excessive 
rainfall, heavy insect infestations, and other natural Causes in areas which 
the President of the United States or the Secretary of Agriculture has declared 
major disaster areas. These conditions are identical with the requirements 
for FHA disaster loans. 

These Small Business Administration disaster loans will be used solely to 
provide relief for injury directly attributed to these conditions. Loans may be 
used to provide ordinary working capital to replenish normal inventory and 
to pay financial obligations which the borrower would have been able to meet 
had it not been for the loss of revenue resulting from these adverse conditions. 
Local banks would be eligible to participate in this loan program or the Small 
Business Administration could make direct loans. The interest on a direct 
disaster loan and on the Small Business Administration’s share of a loan made 
in participation with a bank would be 3 percent. The bank’s share of the par- 
ticipating loan would carry an interest rate within reasonable limits. The 
terms of the loan would be based on the borrower’s ability to pay, but not to 
exceed 20 years. 

Mr. Chairman, the need for credit in agricultural areas and especially in 
my State is critical, and I hope that an amendment to meet this pressing prob- 
lem will be reported out at the earliest possible date. 


STATEMENT OF B. F. SmirH, EXECUTIVE VICE PRESIDENT, MISSISSIPPI DELTA 
CoUNCIL 


Gentlemen, my name is B. F. Smith. I am executive vice president of the 
Delta Council, an area economic development organization representing the 18 
delta and part-delta counties of Mississippi. Delta Council is supported by the 
ousiness, professional, and agricultural leaders of this area and by boards of 
supervisors and is authorized to speak on common problems for the 650,000 
people who live and do business in this part of Mississippi. 

We wish to urge that the Small Business Administration loan program be 
extended to provide Small Business Administration disaster loans in areas 
suffering substantial economic injury because of excessive rainfall. 

Mr. Chairman, 1957 was a disastrous year for Mississippi and for other areas 
in the lower Mississippi Valley. On September 1, Mississippi faced prospects 
Sor harvesting one of the best crops in history even though cotton acreage was 
cut to the lowest point since the turn of the century. Excessive and continuous 
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rainfall started’ the second week. im September and..continued throughqut the 
remainder of the year. Between September 7, 1957, and January 1, 1958, 
farmrs were able to work only 12 days. In Mississippi alone, crops losses far 
exceed $100 million. Mississippi cotton production in 1957 was the lowest in 
33 years. The December estimate placed the total State production at only 
1,160,000 bales. Normally, the 18 delta and part-delta county area alone pro- 
duees this much cotton. The loss in yield, although bad enough, does not tell 
the full story. Most of the cotton was severely damaged by the excessive 
rain, and grade losses amounted to from $20 to more than $50 per bale on cotton 
lint. The seed was also damaged by moisture and failed to provide any income 
last year. 

While Mississippi is making rapid strides toward building an industrial base, 
our economy depends primarily upon agriculture and agricultural processing. 
According to the best, information available, 61 percent of the people of Missis- 
sippi depend directly upon agriculture for a livelihood, and the income from 
cotton and cottonseed accounting for approximately two-thirds of the cash in- 
come from farm marketing. 

We have 4,388 retail establishments in the 18 delta and part-delta counties. 
Many of these businesses depend primarily upon sales to farmers for the bulk 
of their income. Their highest sales volumes are normally experienced in Sep- 
tember, October, November, and December, when crops are being harvested 
and marketed. Gentlemen, during the last quarter of 1957, business was at a 
standstill throughout the entire area. Hundreds of small independent busi- 
nessmen were caught with inventories that they normally would have sold 
during the cotton harvesting period. In addition, they have been unable to 
collect accounts that are outstanding and which are normally collected in the 
fall of the year. Many firms will be forced to go out of business. 

The need for credit for small business in our area is critical and we urge 
immediate passage of the bill now before this committee providing that busi- 
nesses located in areas suffering substantial losses from excessive rainfall be 
eligible to obtain Small Business Administration disaster loans. 


The Cratrman. Senator Eastland sent word he has to conduct a 
hearing in his committee on some important nominations this morning 
and he could not be here personally, but his assistant, Mr. Pace, is 
here, and I will ask him if he has a short statement to make. 


STATEMENT OF COURTNEY C. PACE, ADMINISTRATIVE ASSISTANT 
TO SENATOR EASTLAND 


Mr. Pace. Thank you, Mr. Chairman. 

I do not have a statement. My name is Courtney Pace, administra- 
tive assistant to Senator Eastland. 

Last year, last October, when we began to realize what the situation 
was in the lower Mississippi from St. Louis to New Orleans, we knew 
something had to be done. We got several telephone calls and I use 
the nature of the first one to describe the situation. A furniture dealer 
in Indianalo, Miss., called me and said that in August he went to 
St. Louis and bought $27,000 worth of furniture. As of November 1 
he had not sold but $220 of it, because there was no money in the 
country. The crops had been completely lost. 

I called the Small Business Administration and they said, “That 
is an inventory loss and we cannot make loans on inventory except in 
disaster areas. We have the power to make expansion loans, general 
credit loans for business under ordinary circumstances, but we never 
make an inventory loan or a loan to consolidate or to pay a small- 
business man’s past due accounts.” 

I told Senator Eastland and he asked me to make a survey of the 
businesses in the 58 counties of Mississippi that had been declared 
disaster areas by the Secretary of Agriculture . Senator, out of about 
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1,100 letters that went to oil dealers, and butane dealers, and tractor 
dealers, and insecticide people, and chemical people, and retail lumber 
dealers, and seed and fertilizer merchants—in other words, the whole 
category of business that supplies agriculture—I received replies from 
nearly all of them, and the loans needed as expressed by them fall 
into only two categories: First, Senator, “I cannot pay my accounts. 
I have.$85,000 due me for.tractor fuel. I have exhausted my resources 
at the bank. They are not going to foreclose me, but will not let me 
have any money to operate on next year. So I have to get something 
to accommodate myself with for next year, because of these unpaid 
accounts due me.” And the second category is inventory loans. 

There is one man in Indianola, the same place where this furniture 
dealer was, an oil man, with $85,000 outstanding and a butane dealer 
with many odd thousands. All through the area the tractor and im- 
plement dealers, particularly in their repair accounts, have been unable 
to collect their accounts. 

Now, the Small Business Act operates in 2 ways or 2 phases. The 
first phase is in the regular business, which is a 6 percent loan. The 
second type is a 3 percent loan that applies only in disaster areas, first, 
that are proclaimed to be such by the President, like the hurricane 
areas in Louisiana and Florida; and, second, in ought areas proclaimed 
by the Secretary of Agriculture. 

When the general counsel for the Small Business Administration 
considered it, they called back about a week later and said the act would 
not permit loans in the Mississippi Valley, where the damage was 
caused by excessive rain. So we need this bill very badly. All we are 
trying to do is to give relief in the disaster cases caused by rain and 
give us the same consideration as they receive in cases where the disaster 
is caused by drought. It does not expand anything more than what I 
believe the Congress probably intended it to do the first time. This is 
the first disaster I know of that was not proclaimed by the President 
because of hurricane, or that was not proclaimed because of drought. 
We did not anticipate at the time this legislation was passed that there 
would be an excessive rainfall catastrophe. 

Mr. Chairman, I leave these letters here for the staff members, or 
anyone who wants to look at them. 

he CHarrman. Have you made any compilation of what these 
documents state ? 

Mr. Pace. Two letters out of three in this group, if you look at them, 
will say, “Unless we get some relief we are out of business. We are 
closed.” 

The Cuarrman. Are they all from small-business men ? 

Mr. Pace. Of course, there is another companion bill, as you know, 
Senator Fulbright, that is going to reduce the burden of the small- 
business men, and that is the farm credit bill—the disaster loan bill 
which will go direct to the farmers and enable them to pay for their 
supplies. That is the big solution of it and will probably take care of 
75 percent of it. Ifthe farmer can pay for his supplies he will not have 
to apply for this loan. But even if we get that, you will need this 
legislation for inventory loans. 

f a man has only sold $200 worth of furniture out of $27,000 worth 
that he has bought, he will have a suit filed against him and be put in 
bankruptcy unless he can pay for it. 
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Senator Carenart. May I ask you this question ? 

Mr. Pace. Yes. 

Senator Carenart. The present Small Business Act permits them 
to loan money to this furniture man. 

Mr. Pace. I do not think so, Senator. It is very difficult. 

Senator Carenart. The present Small Business Act permits them 
to loan money to any businessman in the United States, regardless of 
disaster, under the terms of the law. 

Mr. Pace. I think you are right. I argued that with the Memphis 
office and the Memphis office tells me they have hundreds of these 
applications and they are waiting for the passage of this bill. I do not 
think an inventor Bd would % absolutely prohibited by this law, 
but as a matter of policy they do not like to make the loan. 

The Cuarrman. If the Senator will yield to me, we have Mr. Barnes 
here and we can ask him what all this difference is. If we wait a few 
moments he will tell us. 

Senator Carenart. I am not against the bill, but I am under the 
impression the present law will permit the loaning of money to any 
small-business man anywhere in the United States with or without a 
catastrophe being shisol Gd. 

Mr. Pace. It is in regulations, and I do not know why, but they do 
not make such loans. 

Senator Rogrnson. The original law to which the Senator from 
Indiana referred says that ter have to be a good security risk. 
ahey can get the loan, but they have to be a good security risk. The 
bank would not lend them money and we here in Washington would 
not either unless we give them some special encouragement. 

The Cuarrman. Thank you very much, Mr. Pace. 

I also have a statement prepared by Senator Stuart Symington, 
of Missouri, and a statement by Senator Edward J. Thye, of Minne- 
sota, and a letter from Senator Estes Kefauver, of Tennessee, to be 
inserted in the record at this point. 

(The statements referred to follow :) 


STATEMENT OF STUART SYMINGTON, A UNITED STATES SENATOR FROM THE 
STATE OF MISSOURI 


Mr. Chairman, I respectfully recommend prompt action by this committee 
and by the Congress on S. 2920—authorizing the Small Business Administration 
to make certain emergency loans in areas where excessive rainfall has caused 
disaster conditions. 

In the southeast section of Missouri, as well as in vast areas along the 
Mississippi Valley, excessive rainfall during 1957 has resulted in disastrous 
floods. In addition to damage caused by floodwaters, excessive rainfall has 
damaged or destroyed many thousands of acres of crops just as they were 
matured and ready to be harvested. 

Mr. J. C. Wellman, president of the Bank of Kennett, Mo., and president of 
the American Bankers Association, recently stated: “There is no question now 
but that this is probably the worst year in our history as far as local agriculture 
and business are concerned.” 

Cotton production, normally the leading cash crop in the Bootheel area of 
Missouri, is just 40 percent of the 1956 crop, according to the USDA 1957 
Crop Report. 

In areas of my State where the average annual rainfall is less than 40 inches, 
over 100 inches have been reported for 1957. 

These conditions have brought many serious problems. 

Some 50,000 to 60,000 people are without adequate food or funds to purchase 
food. Surplus food stocks are presently being distributed through the Missouri 
Department of Welfare. 








20 SMALL BUSINESS DISASTER LOANS 


Many farmers, with little or no crop to market, find themselves unable to 
meet past obligations and unable to finance their 1958 plantings. 

In the interdependent rural, economies, the credit problems of any one group 
are rapidly multiplied so as to put a severe strain on all available credit 
facilities. This is particularly true when disaster strikes. 

The small towns, and the businesses.in those towns which depend on sur- 
ropeding agricultural areas, are affected by the sharp reduction in the farmers’ 
ncomes. 

Farm implement dealers, fuel-oil suppliers, seed, feed, and chemical dealers 
are faced with large unpaid balances for supplies and services for which credit 
was given in the past year. 

Some credit assistance, in the form of emergency crop production loans on 
the 1958 plantings, is available through the Farmers’ Home Administration. 
Additional credit must be provided to prevent mortgage foreclosures and to help 
the farmers—and the small-business men serving them—through the rehabilita- 
tion period. 

The legislation under consideration by this committee, S. 2920, is directed at 
one facet of this overall credit problem. It would authorize the Small Business 
Administration to make emergency loans to businesses in areas affected by ex- 
cessive rainfall and drought, rather than only under drought conditions. 

Such amendment, in addition to meeting the current. disaster situation, is an 
important improvement in the tools available to the Smail Business Administra- 
tion in meeting the problems brought on by disaster. 

It is sound legislation, and I recommend favorable consideration and enact- 
ment. Thank you. 


STATEMENT OF Epwarp J. THyr, A UNtrep States SENATOR FROM THE STATE OF 
MINNESOTA 


Mr. President, a large number of small business concerns in the farming 
areas of the Nation, including the State of Minnesota, are in serious difficulty 
as a result of recent floods and excessive rainfall. I speak of dealers in farm 
implements, fertilizers, seed, feed, tractor and combine fuel, and other articles, 
supplies, and services essential to agriculture. 

Farmers to whom these concerns have extended credit are now unable to meet 
their obligations because their crops, which were expected to yield the purchase 
money, have been ruined. The grim fact is that such accounts are, for the 
present at least, uncollectible. But that is only part of the problem. Since the 
disaster suffered by the farmers has brought sales to a virtual standstill, the 
dealers are caught with mounting inventories which they have no means of 
financing. 

Our farmers in these areas are also in dire need of help to put them on a cash 
basis during the planting and harvesting season, but the small-business man 
in our farming communities cannot be expected to extend himself any further 
as a credit agency for the farmers’ open accounts. 

Creditors of the dealers cannot carry them for long. The load is too heavy. 
Unless the Government provides assistance, prompt assistance, many of these 
small-business concerns will have to close their doors. We cannot afford to 
let that happen. 

For this reason, I have introduced a bill (S. 2918) amending the Small Busi- 
ness Act of 1953 to authorize the making of a disaster loan to any small-busi- 
ness concern located in an area which has been officially proclaimed a disaster 
area because of excessive rainfall, provided that the concern has suffered sub- 
stantial economic injury as a result of such rainfall. When I learned that 
Senator Eastman was introducing an identical bill (S. 2920), I joined in spon- 
soring it, together with Senators Fulbright, Kefauver, and Symington. 

The Small Business Administration is authorized, under existing law, to 
make disaster loans to small-business concerns which suffer economic injury 
as a result of drought in the areas in which they are located. I see no reason 
to grant financial relief in the case of inadequate rainfall and deny it in the 
ease of excessive rainfall. The injury is the same. The need is the same. The 
principle is the same. 

Time is of the essence if we are to rescue these dealers. Delay in authoriz- 
ing loans would be as fatal as a refusal to authorize them. I urge the earliest 
possible enactment of S. 2918 or 8. 2920. 
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Unirep States. SENATE, 
January 22, 1958. 
Hon. WILLIAM FULBRIGHT, 
The United States Senate, 
Washington, D. C. 

Dear SENATOR: Thank you for requesting my views on 8. 2920, introduced by 
Senator Eastland for himself and with several of us as cosponsors. This bill 
amends the Small Business Act of 1953 by deleting the words “where drought is 
occurring” and inserting in lieu thereof “affected by drought or excessive rain- 
fall” and also by inserting after the word “drought” where it occurs elsewhere 
“or excessive rainfall.” 

This bill is of major importance to west Tennessee and some areas in middle 
Tennessee, This is the cotton growing region of my State which was seriously 
affected by severe rainfall during the last growing season, with the result that 
the. crops were greatly damaged and farmers today are having great difficul- 
ties in paying last year’s bills. 

Under the present law loans are authorized for various kinds of natural dis- 
asters but not for those caused by such excessive rainfall. I can personally 
testify from visits to the area that the small businesses, suppliers, merchants, 
and others are having a very difficult time surviving. This is a blow to the 
economy. Many of them are already closing their doors and unless relief is 
forthcoming soon it is not difficult to predict that the vacant stores on the main 
streets throughout this section will be greatly increased in numbers. 

I think that S. 2920 along with its companion bill, 8. 292, now also before this 
committee, will do much to overcome this very serious problem, 

Sincerely, 
; Estes KEFAUVER. 


The Cuatrman. We also have a letter from Mr. W. M. Campbell, 
president of the National Bank of Eastern Arkansas, who is ex- 
tremely well qualified to comment upon the conditions in that area. 
I wish to make this a part of the record at this point. 

A statement by Charlie McNeil, general manager of the Mississippi 
Federated Cooperatives, Jackson, Miss.; and a statement by Harvey 
P. Grant, Jr., seeretary-manager of the Louisiana Delta. Council, 
will be made a part of the record at this point. 

A statement by Angus McDonald, National Farmers Union, will 
also go into the record. 

(The statements referred to follow :) 


NATIONAL BANK OF EASTERN ARKANSAS, 
Forrest City, Ark., January 18, 1958. 
Hon. J. W. FULBRIGHT, 
Chairman of the Senate Banking and Currency Committee, 
Washington, D.C. 

DEAR SENATOR FULBRIGHT: I am very much interested in the hearings which 
your committee is conducting in behalf of corrective legislation to enable a dis- 
aster loan program to relieve suffering in those farming areas sustaining eco- 
nomic injury on account of excessive rainfall. I would like for the committee 
to have my views on the question involved. 

Many businessmen and farmers in the trade area in which our bank is located 
(east Arkansas) have talked with me at length about their dire circumstances 
resulting from the disastrous crop year of 1957. 

Due to excessive rainfall throughout the 1957 crop year, this trade territory 
has suffered one of the most severe economic injuries in its history. Ginnings 
to date indicate that this county will make between 50,000 to 55,000 bales of cot- 
ton from the 1957 crop, as compared to about an 80,000 bale average crop. Due 
to continuous rains during the gathering season, the grade of the harvested cotton 
was poor and so the average bale sold for about $50 less than in 1956. Ex- 
cessive rains caused the cropping and gathering expenses to be high. 

Many of our farmers suffered a real disaster as a result of extreme weather 
conditions. 

There is a definite need at this time for agencies of the Government to supply 
term loans to help relieve economic distress in this area. The effect of the dis- 
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aster has not been limited to farmers but has brought real hardship to many 
farm implement dealers, fuel oil suppliers, seed, feed, and chemical dealers, and 
others. 

In my opinion, the Small Business Administration disaster loan program for 
term loans to small businesses should be extended to those suffering economic 
injury on aceount of excessive rainfall. 

Very truly yours, 
W. M. CAMPBELL, President. 





STATEMENT OF CHARLIE MCNEIL, GENERAL MANAGER, MISSISSIPPI FEDERATED 
CooPpERATIVES (AAL), JACKSON, MISS. 


Beginning the latter part of September, the State of Mississippi and a large 
part of the cotton South have suffered severely from excessive rains and cloud- 
bursts. This most unusual weather has prevailed for approximately 4 consecu- 
tive months, and within the memory of most persons in this area we have never 
had such disastrous weather conditions. 

These conditions not only delayed the harvesting of the cotton and other crops, 
but severely damaged these crops. A large part of the cotton was so severely 
damaged that farmers sustained losses ranging from $25 to as high as $75 per 
bale because of the lower grade. In many instances severe damage was done to 
soybeans, corn, and hay crops, and it is estimated by many experienced agricul- 
tural workers that the total loss sustained in Mississippi would approximate 
$200 million. 

The cost of producing and harvesting the 1957 cotton crop was greatly in- 
creased because of the unfavorable weather conditions, as many farmers were 
compelled to poison their crop more than normal, and had much higher harvest- 
ing costs. 

In addition to the moneys loaned by production credit associations, banks, and 
other lending institutions, which were secured by mortgages, farmers purchased 
from merchants and dealers on open credit a sizable amount of production sup- 
plies with which to complete the 1957 crop. In many instances they will not 
be able to pay such bills, nor will they be able to pay machinery dealers, etc., 
and also will not be able to pay their production credit associations and land 
banks. 

This has brought about an emergency which in our opinion should be taken 
care of through the passage of legislation, wherein the Federal Government 
would provide additional funds that could be loaned by agencies affiliated with 
the intermediate credit banks and other banking institutions, which would be 
similar in purpose to the old commissioner’s loans that were established in the 
early 1930’s, whereby distressed farmers could borrow sufficient money to take 
care of their debts and have 4 or 5 years in which to repay same, leaving the 
production credit associations and other banking institutions with funds available 
to take care of the needs of agriculture for the producers of the 1958 crap. 

Many instances could be cited of just how disastrous conditions have been, 
and I offer two that have been authenticated, both of which are in northeast 
Mississippi. 

One farmer last year sold his cotton crop for $38,000; this year less than 
$6,000. Another farmer last year produced 272 bales of cotton, with an income 
of more than $40,000; this year he produced 27 bales worth $4,000. Both of these 
farmers had their cotton on bottom land in northeast Mississippi. Whereas 
these may be extreme cases, it is illustrative of the conditions that prevail in 
some places in the State. 

I hope the committee will act favorably and promptly to alleviate this situation. 


STATEMENT Or Harvey P. GRANT, JR., SECRETARY-MANAGER, LOUISIANA DELTA 
CouNCcIL 


Gentlemen, my name is Harvey P. Grant, Jr. I am secretary-manager of 
Louisiana Delta Council domiciled in Delhi, La. My organization represents the 
common interests of agriculture and industry in the northeast Louisiana delta 
region. 
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The income of our area containing 279,000 people is primarily derived from 
agricultural sources, principally cotton. There are 12,329 cotton farms in our 
territory. They received 271,766 acres (46 percent) of the State’s 1957 cotton- 
acreage allotment. 

Legislation has recently been introduced which would authorize the Secretary 
of Agriculture to participate in disaster loans to farmers and stockmen. Loan 
funds could be utilized to pay taxes, insurance, prior liens, and other expenses 
to protect the security for such loans. 

We wish to urge your favorable consideration of proposed legislation to amend 
the Small Business Act of 1953 to provide that disaster loans to cover economic 
injury may be made to small business concerns in a duly designated disaster 
area without regard to the nature of the disaster. 

The Louisiana Crop Reporting Service December Cotton Report estimated 
a 1957 production of 370,000 bales. This is the smallest crop since 1946. It 
is 211,000 bales, or 36 percent less than 1956 production and 236,000 bales or 
39 percent below the 1946-55 average. Cottonseed production is estimated at 
151,000 tons compared with 238,000 tons in 1956 and the 10-year average of 
245,000 tons. 

It is generally realized that excessive rainfall over vast areas of the Mid- 
south during the growing and harvesting seasons has caused millions of dollars 
damage to cotton and other crops. 

In Louisiana we experienced a series of adverse weather conditions through- 
out the entire 1957 crop year. A severe frost shortly after normal planting time 
killed young crops that were up to a stand. This necessitated replanting which 
was retarded by frequent rains. Excessive rainfall in late May and early June 
caused extensive damage due to flooding and resulted in still further replanting 
as late as the latter part of June. 

Hurricane Audrey on June 27 did considerable damage to all crops that had 
reached any size at that time. All of these circumstances added considerably 
to the cost of production. 

Despite the adversities, prospects for a near-normal cotton crop were encour- 
aging even though at that time the crop was several weeks late. 

However, almost continuous rains commenced in September and lasted 
throughout the harvesting season. This added to the cost of picking the crop. 
Also the low quality of cotton due to rain damage has resulted in the crops 
being sold at an average of $50 per bale less than normal. 

This completely wipes out any profit farmers may have anticipated from this 
crop and leaves them in worse financial straits than during the past 20 years. 

Already 45 of 64 Louisiana parishes have been designated as disaster areas 
by the Secretary of Agriculture for the issuance of emergency production loans 
through the Farmers’ Home Administration. Every one of the 11 parishes 
comprising our area is included in this category. 

Small business urgently needs the extension of Federal credit in this emer- 
gency and we solicit your aid in securing prompt passage of legislation to 
permit this vitally needed assistance. 


STATEMENT OF ANGUS MCDONALD, COORDINATOR OF LEGISLATIVE SERVICES, 
NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee, I am appearing here in support 
of S. 2959, S. 2920, and S. 2918, which would provide certain relief in the form 
of loans to small-business men in areas where they have experienced losses 
resulting from natural disasters including excessive rainfall, resulting in floods. 
Our interest in this legislation and our concern for the welfare of small busi- 
ness stems from the fact that we in the farmers union feel strongly that 
small business and agriculture are interdependent and that one cannot prosper 
unless the other does. During the last few years small-business men and 
farmers have experienced severe economic reverses. 

The economic situation of small business has been bad for several years. 
Even during the recent period of general prosperity, small-business failures have 
been steadily increasing. Here is a list of business failures as reported by one 
of the most reliable authorities in this field. 
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Business failures, 1945-57, as reported by Dun & Bradstreet 


Number Number 

Year: of failures | Year—Continued of failures 
hile alah irten SelB bi tne 809 i a a ara hte 7, 611 
ial Tit tak dln tietlte ists 1,129 ne 8, 862 
I cane Nolet Tees eee 3, 474 a a 11, 086 
Oo ae laces 5, 250 Ta ed ah 10, 969 
Te aiencialeh ah ie sane Basten enctinsenis nee 9, 246 a a tet 12, 686 
BE 60tieadneneloanteneity 9, 162 UR lien digs hs tah eee nts 13, 557 
BP ip bintee ic ly plasty ne 8, 058 


The reason for the increasing number of business failures and the destruc- 
tion of small business generally is the current agricultural depression and the 
big-business policies of the administration which include the hard money—high 
interest—policy. Under the Eisenhower administration concentration of finan- 
cial control and the monopolization of credit by a few large banks have been 
accelerated. According to a statement of the chairman of the House Com- 
mittee on Small Business on corporate giants in manufacturing which in 1951 
owned 47 percent of all corporate assets, in January 1957 owned 59 percent. 
Congressman Patman found that in the commercial banking field the 50 largest 
banks owned 39 percent of all assets; in life insurance, the 50 largest com- 
panies owned 90 percent of the assets; in public utilities, the 50 largest com- 
panies owned 79 percent of the assets; and in transportation, the 50 largest 
companies owned 92 percent of the assets. 

Concentration of banking in a few firms means concentration of credit avail- 
able to small business. Let us look for a moment at some figures compiled by 
Standard Factors, Inc., a highly reputable firm which specializes in financial 
statistics. According to this company, credit for small business has steadily 
dried up, particularly for firms with assets under $100,000. Below is a table 
which shows the impact of the credit squeeze on small business : 


Percent of 727 manufacturing companies having a line of bank credit, March 
1955 and March 1956, by size of company 


Percent of companies 
with bank lines 


Net worth of company March 
1955 1956 
$5,000 to $25,000___ : 53 18 
$25,000 to $100,000__.....__-. ae 82 V4 
$100,000 to $500,000__- : : o4 79 
$500,000 to $1,000,000. 2. ‘ yy Ys 
$1,000,000 to $2,500,000__._......_- : 99 98 
Over $2,500,000. ..__.-- ‘ 99 99 


Although the impact of the current recession has not yet been completely 
statistically recorded, there are signs that the trend toward widespread small- 
business bankruptcies is being accelerated. 

Dun’s Review for November 1957 provides us with up-to-date information 
about business failures for 1957. It pointed out that— 

“Business failures * * * in September exceeded those of any September since 
1933: Numbering 1,071, they were 15 percent heavier than in September of 
1956, the sharpest rise over year-ago levels since last April. In the first 9 
months of 1957, a total of 10,364 businesses failed—9 percent more than in the 
first three quarters of 1956.” 

During periods of economic recession or depression, when a natural disaster 
strikes the small-business man, or the farmer, his plight becomes even more 
desperate. During the summer of 1957, this witness toured a number of coun- 
ties in the State of Minnesota shortly after destructive floods occurred; on 
July 4 he saw at first hand the effects of floods on thousands of acres of crops 
and rural communities. Several towns were entirely submerged for a short 
period of time, bringing about huge losses in inventories and great damage 
to small-business establishments, and homes. I was informed by residents 
in the area that no attempt would be made by the Federal Government to 
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alleviate either the condition of farmers or small-business men by;emergency 
aid in the form of grants or loans. Apparently this legislation is directed at 
situations similar to the one which existed in Minnesota last year. 

Small business and agriculture are intimately associated with the funda- 
mental yalues which we think should be preserved in this country and with 
the good life we hope to encourage abroad. Certain policies making possible 
economic opportunity and a favorable climate in which small business and 
agriculture can prosper should be established and carried out by the Congress. 
We therefore urge this committee to approve the legislation under consideration 
at this time. 

We would appreciate it if the attached article which was published in the 
New York Post on September 24, 1957, would be made a part of this record. 
Although we do not necessarily endorse conclusions and inferences therein, we 
concur in the idea that small business has been overlooked if not forgotten by 
this administration. 

Copy of article published in New York Post, Tuesday, September 24, 1957: 


“WANTED: SOME SMALL-BUSINESS MEN 
“Robert G. Spivack, New York Post correspondent 


“WASHINGTON, September 24.—There was a major mystery today at the Presi- 
dent’s Conference on Small Business: Where were the ‘small’ businessmen? 

“Along with it there were a couple of minor mysteries : 

“Who decided not to invite anyone from the Justice Department Antitrust 
Division to address the Conference? 

“And where were the heads of the congressional Small Business Committees? 

“The Senate chairman, Senator Sparkman (Democrat, Alabama), was not 
invited to speak and hus gone abroad. Representative Patman (Democrat, 
Texas), the House chairman, was invited to attend if he paid a $25 registra- 
tion fee. He spurned the invitation. 

“What it all boiled down to was a question of whether ‘big business’ was 
taking over the White House Conference just as many experts contend, as it 
has swallowed up hundreds of small businesses in the last 5 years. 

“The Conference started smoothly enough yesterday with a speech by the 
President, who, earlier in the day, addressed a conference of really big business 
as represented at the World Bank’s International Monetary Conference, meet- 
ing in the Sheraton-Park Hotel. 

“He was followed by the Honorable Sinclair Weeks, who previously said this 
administration had ‘done more’ for business of all sizes than any since Herbert 
Hoover's time. Wendell B. Barnes, the Small Business Administrator, also 
spoke. 

“But, as the day wore on, things started to get out of hand. Reporters began 
looking for some really ‘small’ businessmen, with a business doing less than 
$50,000 a yvear. They were hard to find in the Hotel Statler, where the White 
House sessions were held, 

“Among the businesses represented were the Burroughs Corp., of Detroit, with 
assets of $233,378.716: the General Dynamics Corp., with assets of $193,497,035 ; 
the Sylvania Electric Products Co.. of New York, whose assets total $203,163,659 ; 
the Florida Power & Light Co.. with assets of $405,596,998; the Western Auto 
Supply Co., with assets of $85.640,041; and ACF Electronics, with assets of 
$177.476.994. 

“This was causing some red faces when along came Senator Morse (Democrat 
of Oregon) who kicked up a fuss at an impromptu press conference. The whole 


conference Was just a “snow job.” he said, to cover up administration failures 
to help little businessmen now on the brink of bankruptcy. 

“But that was just the start. 

“One of the invited guests, George J. Burger, vice president of the Nationai 
Federation of Independent Business, reported in a handout to the press that he 
had just returned from a tour of the country, during which he Visited dozens 
of small-business men. 

“Tn every area there was constant alarm expressed by small business as to 
those selected from the big business bracket for attendance at this Conference,’ 
Burger, « former tire dealer said. 

“s® * * Tt is noted on the agenda of the Conference no remarks will be 
addressed to the Conference by the heads of the Antitrust Division of the Depart- 
ment of Justice and the Federal Trade Commission. 
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“*We feel, and small business agrees, that success or failure will depend on 
what action the Government will pursue in instituting a vigorous and impartial 
antitrust enforcement program. * * *’ 

“When a spokesman for Dr. Eric A. Walker, the Conference chairman, was 
asked how delegates were chosen he handed the reporter an attractive two- 
color brochure. It said, ‘Participants are selected to help small business help 
itself.’ The delegates were chosen by an invitation committee headed by Charles 
W. Smith, of New York, a past president of the American Marketing Association. 

“*The invitation committee undertook the task of selecting 1,000 conferees 
from many thousands who might want to attend and who could make a positive 
contribution to the President’s Conference,’ the brochure said. 

“The Conference was an outgrowth of last year’s presidential campaign. The 
Democrats were accusing the administration of ‘big business’ bias. On August 7, 
1956, the President named a Cabinet committee on small business which proposed 
the present Conference but limited it to matters of ‘technical research develop- 
ment and distribution, for the benefit of small business.’ 

“The President made a speech on small business at Lexington, Ky., on October 
1, 1956. He promised ‘special tax measures’ to relieve small business. 

“In his 1957 budget message the President apparently reversed himself. He 
proposed to continue the corporate tax rate for 2 years and along with it 
‘early consideration’ of tax relief for small business. 

“Then he seemed to switch again. Any change ‘involving substantial loss 
of revenue,’ he said, should be deferred until a later unspecified time.” 

The Cuarrman. The next witness is Mr. Wesley D’Ewart, Assistant 
Director of the Agricultural Credit Services, Department of Agri- 
culture. 


Mr. D’Ewart. 


STATEMENT OF WESLEY A. D’EWART, ASSISTANT DIRECTOR, 
AGRICULTURAL CREDIT SERVICES, DEPARTMENT OF AGRICUL- 
TURE 


Mr. D’Ewart. Mr. Chairman, I have with me Mr. Hansen, Chair- 
man of the Farmers Home Administration, and the Assistant Director. 
If you wish to ask them particular questions with regard to farm 
loans, they will be available. 

I understand the committee would like to have me briefly relate the 
responsibilities of the Department of Agriculture in disaster areas 
and how we serve those areas. 

Our powers stem from four different laws: Public Law 480, 83d 
Congress which is the CCC or Commodity Credit Act; Public Law 
115, 83d Congress, that has to do with the economic disaster loans and 
livestock loans, and such as that; Public Law 875, 81st Congress, under 
which the President declares a national disaster area; and, lastly, 
Public Law 38, 81st Congress, under which the Farmers Home Ad- 
ministration makes emergency loans in areas that are found by the 
Secretary to be disaster areas. 

Principally we operate in four different fields: Emergency feed 
grain assistance we can give to an area; the emergency credit program 
under Public Law 38; the emergency conservation measures under 
ACP (Public Law 85-58; Public Law 85-170), in which we assist 
farmers to restore land that has been damaged by floods; and food 
for relief for those who satisfy the local welfare agencies that they 
are in need. 

The law defines quite clearly—this is Public Law 875—a major 
disaster as— 


Any flood, drought, fire, hurricane, earthquake, storm, or other catastrophe in 
any part of the United States, which in the determination of the President is 
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EMERGENCY LOANS AND 
EMERGENCY ACP ASSISTANCE 


Counties in Texas and Oklahoma damaged 
by excessive rainfall received emergency 
loan assistance under previous designations 
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or threatens to become of sufficient severity and magnitude to warrant disaster 
assistance by the Federal Government to supplement the efforts of available 
resources of the State and local governments and alleviate the damage, hardship 
or suffering caused thereby. 

We interpret that to mean the we should step in and assist the local 
government and the local people in their efforts to help in these emer- 
gencies. 

Under the feed-grain program we make surplus commodities avail- 
able, or assist the local farmers in buying surplus commodities by and 
through their local grain dealers, and at the present time we assist to 
the extent of 1 per hundredw eight of grain. 

We also assist under certain conditions in the purchase of hay. We 
have done so in the past. We have no assistance for hay purchases at 
the present time. The hay purchase part of the program has not 
worked well heretofore. Under certain conditions the Secretary can 
permit the grazing of soil areas where that is found to be necessary. 

The emergency credit program under Public Law 38 is the program 
that generally is called on first and used most extensively in assisting 
farmers in growing another crop where they have suffered a major 
disaster. That program is more widely used than any other program 
of theDepartment and I think that w ill continue to be the case. 

Under the soil-conservation program we have the regular programs 
of that agency and then at the last session of Congress you passed 
Public Law 85-58 and 85-170, which gave us some $24 million for 
emergency purposes, whereby we could step in under emergency con- 
ditions and help in restoring lands that had been damaged physically 
by the floods. 

The relief to people that are in need of food is carried on through 
our Commodity Food Distribution Division of the Department of 
Agriculture. That food is made available to people that are in need, 
that satisfy the welfare agencies or some other State agency that they 
need that kind of help. 

These four programs, since they have been instituted, that is, since 
1953, have resulted in the expenditure of some $747 million as a whole. 
We think that the experience under these programs has been gener- 
ally good. The use of them has made it possible for thousands of 
deserving farmers in drought and flood areas to remain on their 
farms. 

The most difficult program to manage has been the aid given in the 
purchase of hay and roughage, as I said a minute ago.. Experience 
there, for various reasons, has not been too good. 

These programs are now in operation in varying degrees in sepa- 
rate areas, and I have here a map that shows the areas in which we 
are operating at the present time. It shows the ACP programs under 
Public Laws 85-58 and 85-170 in medium gray, and the light gray is 
the Farmers’ Home Administration assistance under Public Law 38, 
81st Congress, in 

The CHatrrMan. How many counties, Mr. D’Ewart? 

Mr. D’Ewarr. Twenty-nine States under Public Law 38. 

Senator Capenart. What does Public Law 38 do? That is, the 
light gray area ? 

Mr. D’Ewarr. Yes. 

Senator Carenart. Will you repeat what that does, please? 
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Mr. D’Ewarr. Public Law 38 is the law under which we extend 
emergency credit to assist farmers to grow another crop. ‘The ACP 
program is presently in existence in 10 States, in 138 counties. Since 
the first, of the year under the special act we have allotted $2,843,000 
on that, and are now considering some additional allotments of funds. 

I think I should explain rather briefly that there are different de- 
grees of disaster which we handle in ‘different ways. The major 
disaster is the one in which the President designates the area. When 
he designates an area, all branches of the Federal Government can 
step in and be of assistance. In the hurricane in Louisiana recently 
the Health Department, the Army engineers, the Red Cross, the De- 
partment, of Agriculture, the Small ‘Business Administration, and 
other agencies of the Government stepped in. 

Our ‘authority under Public Law 875 stems from the delegation 
from Civil Defense to the Secretary with respect only to agric ultural 
assistance. Below that level we have areas designated as disasters by 
the Secretary under which we can step in with our ACP and emer- 
gency credit programs. 

It is not necessary for a designation in order to have the food pro- 
grams go in. 

Senator Carpenart. Will you yield just a moment ¢ 

Mr. D’Ewarr. Yes, sir. 

Senator Caprnarr. The light gray on this map, which covers a 
lot of counties, is under Public Law 38. Is that right ¢ 

Mr. D’Ewarr. That is correct. 

Senator Capenmart. Does that require a declaration 
tary that there is an emergency ‘ 

Mr. D’Ewarr. That is correct. 

Senator Carenart. And all these light gray counties on here he did 
so designate last year ¢ 

Mr. p>” Ewart. That does not exactly show the counties. The idea 
was to show the areas. Those areas have all been designated by the 
Secretary. 

Senator Carenarr. Is it still in existence ? 

Mr, D’Ewarr. That is the present program. 

Senator Caremart. This covers about half of Indiana. 

Mr. D’Ewarr. That is correct. 

Senator Carremartr. And this covers exactly what Senator Stennis 
was talking about, because last year in Indiana we had continuous 
rains. 

Mr. D’Ewarr. That is correct. 

Senator Carenarr, And the crops were destroyed not from what 
we ordinarily call floods—that is, when the river overflows—but this 
was. where the soil cannot absorb the water any longer because it 
rained and rained and rained. 

Mr. D’Ewarrt. That is correct. 

Senator Capenarr. About half of Indiana is shown. 

Mr. D’Ewarrt. Yes. 

Senator Carenarr. But you think we ought to go further than 
the present Public Law 38? 

Mr. D’Ewarr. We think that under Public Law 38 we have the 
authority to take care of the needs of the farmers in growing a new 
erop. 


by the Secre- 
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The CHarrMan. You are here speaking about what you can do 
directly for the farmers. 

Mr. D’Ewart. Yes. 

The Crarmrman. You are not speaking about what you may do for 
small-business men ? 

Mr. D’Ewart. That is right. 

The Cnatrman. You have no responsibility to small-business men. 

Mr. D’Ewarr. Only indirectly. 

The Cuarman. I realize your assistance will indirectly help the 
small-business men. 

Mr. D’Ewarr. That is correct. 

The Cuatrman. But I want to call attention to the fact that, if I 
understood you correctly, your definition of a disaster is consider- 
ably broader. Your language is considerably broader than that 
definition in the Small Business Administration. Do you see any 
reason why you should have the power on a broader basis than the 
Small Business Administration has to step in and assist people to 
whom they are responsible? That is not a matter of your responsi- | 
bility, but I would like to have your opinion on it, if you have one. 

Mr. D’Ewarr. Our responsibility, as I said, is strictly with agri- i 
culture. Our relations are agreeable with small business and when 1 
there is a conflict of interest we sit down with them and are able to 
determine which agency should meet the particular need. 

Senator Roperrson. You did not answer the question. Should the 
eligibility rules for small business be the same as those that now 
extend to farmers ? 

Mr. D’Ewarr. I would say there would be conditions in agricul- | 
ture that would not be applicable to small business. I believe they 
need a wide authority, but, for instance, when it came to restoring 
physical damage to the land that would not enter into the small- 
business field at all. 

Senator Roserrson. You would give the farmer a little more pref- 
erential treatment than you would the businessman ? 

Mr. D’Ewarr. Well, we represent the Department of Agriculture. 

Senator Rosertson. I just want to get your viewpoint. 

The Cuatrman. Have you any further questions of Mr. D’Ewart? 

If not, thank you very much, Mr. D’Ewart. 

Mr. D’Ewarr. May I be excused? I am supposed to appear at 
another committee. 

The Cuarrman. Yes. We wanted you to give your background on 
these matters. 

Senator Carenart. I have one question. Do you think we need a 
broader law in order to help farmers under the situation as de- 
scribed by Senator Stennis? 

Mr. D’Ewarr. Our authority under Public Law 38 is very broad. 
In considering the methods under which we loan, we advance money 
for the farmer to pay his taxes, which helps in that area; we ad- 
vance money for him to pay interest that he owes on his debt; we 
advance money for him to grow another crop. 

Senator Carenartr. When you say “advance money to grow another 
crop,” do you mean to meet his payroll and buy his seed and gaso- 
line? 

Mr. D’Ewarrt. That is right. For his new crop. 
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Senator Carenarr, His complete, 100 percent, operating expenses ? 

Mr. D’Ewarr. We can do that under Public Law 38, 

The Cuarrman. There is a hearing tomorrow before the Agricul- 
ture Committee to develop this very point. It is very interesting to 
me and I intend and I hope that it will be de ohel properly. 

We had a meeting yesterday on this and there is some question 
about whether or not you presently have enough money to pick up 
the refinancing demands in this area; is there not ¢ 

Mr. D’Ewarr. Mr. Smith, who is with us today, make a check 
of his funds and he advised the Secretary’s office that he thought he 
had adequate funds to meet the needs under Public Law 38 up to 
June 30. 

The Cuarrman. To June 30/ 

Mr. D’Ewart. Yes. 

The Cuatrman, That is a question I am following with much in- 
terest, but it is not our responsibility in this committee to do anything 
about it. That will come up in the Agriculture Committee. They 
will have a hearing tomorrow on this very subject. 

Senator Case. May IL ask a question on this / 

The Cuarrman. Yes. The Senator from New Jersey. 

Senator Casr. Can you give us just a brief summary of the terms 
as far as the loans you make are concerned? Can you give us the 
length of time and the interest rate, and so forth ? 

Mr. D’Ewarr. These Public Law 38 loans are made for 1 year and 
the interest rate is 3 percent. 

Senator Casz. Thank you. 

Mr. D’Ewarr. I might add, in addition to taxes, interest and oper- 
ations for the coming year, we have recently decided to loan up to 15 
percent of the depreciated value of his machinery. These loans we 
make go into the bank and in return support that community. They 
do help small business directly. 

Senator Carenart. The law might be sufficient at the moment, but 
you may well not have sufficient funds. It may be that you do not 
have sufficient money in author pant 

Mr. D’Ewarr. We think we have at the present time. 

Senator Carpenart. Yes. 

The Cuarrman. I do not wish to pursue this, but I want to make 
one other point clear. You do not advance anything now under 
present policy, even though you may have authority under present 
legislation to pay off the liability from the previous year’s obligation 
for what the farmer owes on his equipment ; do you! 

Mr. D’Ewart. That is correct. We do not finance existing debts. 
We pay interest on the debts and give him money to pay his taxes 
and advance up to 15 percent of the depreciated value of the machin- 
ery, but we do not directly refinance existing debts. 

Under our regular Farmers’ Home Administration programs we 

can do that, but not under Public Law 38 emer gencies. 

The CuarrmMan. Thank you very much, Mr. ‘D’Ewart. 

Mr. Barnes, will you come forward and enlighten the committee 
about the Small Business Administration’s authority ? 
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STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Good morning, Senator. I am Wendell Barnes, Ad- 
ministrator of the Small Business Administration. 

Senator, I have a prepared statement and I would like to tell you 
I have been in touch with our field offices in this area—that is, in the 
southern area—which has been badly affected by the rainfall. I have 
obtained some information from them as to what we think the situa- 
tion is. Unquestionably it is serious as to farmers and their situation, 
and unquestionably there are some problems in the cities among the 
small-business men. 

Now I would like to continue with a prepared statement and then 
develop so much of the other collateral information as you would 
like to have. 

The Cuarrman. You may proceed. 

Mr. Barnes. I am appearing here today at the request of your 
chairman to comment on three bills—S. 2918 by Senator Thye, S. 2920 
by Senator Eastland, and S. 2959 by Senator Stennis—which would 
amend the Small Business Act to expand the authority of the Small 
Business Administration to make disaster loans to certain small 
businesses. 

Small Business Administration derives its disaster loan authority 
from section 207 (b) (1) of the Small Business Act of 19538, as 
amended, This section, in part, empowers the agency to make such 
disaster loans as the administration may determine to be necessary 
or appropriate because of floods or other catastrophes. Under ‘this 
phasis pM Small Business Administration exercises the same authority 

ormerly possessed by the Reconstruction Finance Corporation. 

The legislative history of this provision makes it clear that Small 
Business Administration possesses no greater authority than that 
exercised by the RFC. The RFC restricted its disaster a activity 
to the “flash” physical-impact type of natural catastrophe such as 
floods, freezes, windstorms, hurricanes, and the like. Small Business 
Administration has followed this historical pattern. 

In 1955, section 207 (b) (1) was amended to authorize disaster loans 
to small business concerns who have suffered a substantial economic 
injury as a result of a drought if the President has determined such a 
drought is a major disaster or if the Secretary of Agriculture has 
declared that such drought constitutes a production or economic dis- 
aster in the area. 

This new authority differs from the original authorization to make 
disaster loans as a result of floods and other catastrophes in several 
major respects. First, the concept of “catastrophe” is extended to 
include a drought. Second, the President or the Secretary of Agricul- 
ture rather than the Administrator of the Small Business Administra- 
tion must declare that a disaster exists. And finally, financial assist- 
ance is authorized to small business concerns who are the secondary 
rather than the direct victim of the catastrophe. 

S. 2918 and S. 2920, identical bills, would authorize disaster loans 
to small business concerns suffering economic injury as a result of 
SponeT® rainfall. The amendment effects two changes in the existing 
aw. 








32 SMALL BUSINESS DISASTER LOANS 


First, it eliminates from section 207 (b) the language which limits 
drought disaster loans to small business concerns located in areas 
“where a drought is occurring.” It permits such loans to be made to 
small business concerns located in an area “affected by drought,” there- 
by continuing eligibility even after designation of the areas as a 
drought disaster area has been officially terminated. 

In substance, this aspect of the amendment is embodied in the act, 
H. R. 7963, which was passed by the House at the last session of the 
Congress and which, incidentally, is now pending before this commit- 
tee, and in the bill, S. 1789, sponsored by Senator Thye and numerous 
other Senators. I favor this change in the law. 

Second, the amendment introduces a provision authorizing the 
Small Business Administration to make disaster loans to any small 
business concern located in an area affected by excessive rainfall which 
has been officially designated as a disaster area provided that the con- 
cern has suffered an economic injury as a result of the excessive rain- 
fall. Such a loan, like a drought loan, could be made even after the 
designation of the disaster area has been officially terminated. 

As to this second change, I wish respectfully to call the attention of 
this committee to the following considerations : 

The financial problems of small business concerns located in drought 
or excessive rainfall disaster areas result principally from the inabil- 
ity of the firms’ customers either to repay prior indebtedness or to 
continue as a customer of the firm. Under these circumstances, in the 
ordinary case, financial assistance involves the financing of receivables 
or of inventory. 

This type of financing requires intimate knowledge of both the 
small business and its customers. Generally, this type of credit infor- 
mation is available only from a local bank familiar with the area. 
Financing of inventory or receivables requires careful administration 
and contimuous examination of the accounts. Such routines as the 
substitution of new accounts for old can readily be performed and 
inventories financed and refinanced from season to season. This is 
a principal activity of commercial banks. 

I believe that it is possible that Small Business Administration’s 
regular business loan program may be more suitable than a disaster 
loan program to provide the financing necessary to meet the needs of 
small business concerns adversely affected by excessive rainfall. 

Senator Crark. Mr. Chairman, could I interrupt at that point to 
ask the witness how much free money he has left for this regular 
business loan program at this point? 

Mr. Barnes. Well, the balance in our revolving fund at the present 
time—and the revolving fund can be used for both purposes—is 
$62,700,000, which at the present rate of impact of business loans and 
disaster loan program would be sufficient to finish this fiscal year. 

Senator Crark. Including the present emergency in the Southeast- 
ern States? 

Mr. Barnes. Unless it is assumed that the actual applications re- 
sulting from this emergency exceed $20 million. 

Senator CrarK. Thank you. 

Mr. Barnes. Participation by local banks in inventory and accounts 
receivable loans will provide better service and assistance to the af- 
fected concerns. It appears that Small Business Administration’s 
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limited loan participation plan is peculiarly adapted to meet the 
needs of concerns affected by excessive rainfall. 

Senator Ropertson. May I ask if under that provision you take 
three-fourths and the bank takes one-fourth ? 

Mr. Barnes. Yes, sir. 

Senator Ropertson. Because if a man has got to pay 6 percent to 
the bank, he wants the bank to have as little as possible of it. And 
you require the bank to take a fourth of it? 

Mr. Barnes. We do in that particular ay oe But, on the other 
hand, those loans are made in local offices. They have the authority 
to make them in the field office. The bank makes the application. 
Normally, they are approved within 24 to 48 hours after they reach 
our office, and the bank can very promptly disburse the loans. 

Now, those type loans can be used to finance receivables and to fi- 
nance inventory. They are used for that purpose. As a matter of 
fact, at present, some 38 percent in terms of numbers of our loan pro- 
grams are in the limited loan participation plan category, and they 
are made largely to merchants and retailers, people like that, and they 
are used by banks to extend credit to their retail and service cus- 
tomers for these purposes. 
peat Rosertson. To finance inventories and things of that 

ind ? 

Mr. Barnes. Yes, sir. But now, those loans are 6-percent loans, 
whereas the disaster loan program is a 3-percent loan. 

But I want to emphasize—I am sure it is within your knowledge— 
that inventory financing and accounts-receivable financing from the 
lender’s point of view is the most expensive kind. You have to do 
the most work in it, and banks normally get a higher rate of interest 
than they do on their prime loans or their longer time loans because 
of the amount of work and clerical work involved. 

Participation by local banks in inventory and accounts-receivable 
loans will provide better service and assistance to the affected con- 
cerns. It appears that Small Business Administration’s limited loan 
participation plan is peculiarly adapted to meet the needs of con- 
cerns, as I said, affected by excessive rainfall. 

Under this program, reliance may be placed upon the local banks to 
evaluate the credit needs of small businesses and, where these needs 
are evident, Small Business Administration can furnish three-fourths 
of the necessary financing up to a maximum of $15,000. 

Handling such financial assistance through the medium of the lim- 
ited loan participation program not only supplies Small Business Ad- 
ministration with vital local credit information but also precludes 
this agency from competing with the local banks for banking business. 
Under our statute a disaster loan carries a maximum rate of 3 per- 
cent. No bank can handle such loans at this rate of interest. Under 
our regular business loan programs the banks can participate at an 
interest rate not in excess of 6 percent, which rate of interest seems 
more appropriate to the type of financing here involved. 

Senator Crarx. Mr. Chairman, could I again interrupt? Mr. 
Barnes, as I understand your regular procedure, you will never make 
a loan unless local bankers refuse to make it, so how can you be com- 
peting with them? Am I wrong about that ? 
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Mr, Barnes. That is correct. We must have a refusal, or they 
must have been asked if the bank will itself advance the credit. 

Senator Curark. So I do not understand your competition com- 
ment. 

Mr. Barnes. May I develop that more fully a little later, sir? 

Senator CLarK. Yes, 

Mr. Barnes. Perhaps I had better do it right now. 

If we offer a direct-loan program for accounts receivable and 
inventory financing, which is a normal commercial-type loan, and 
offer it at. 3 percent, not 6 percent, a bank cannot participate. When 
I say “cannot,” I mean they cannot afford to, you see. It is such a 
low rate of interest for that type of financing that it practically ex- 
cludes them from it. 

I feel sure that, from what I know of banks, they would regard 
this as a competitive program to their normal-type financing since 
in many instances it is very difficult to tell whether the situation is 
brought about by a disaster or by other causes, by overoptimism 
in the purchase of inventory, something of that sort. 

Senator CiarK. But as i understand your present procedures you 
never would offer such a loan program to an individual unless he 
had first been turned down by the bank for a regular loan. 

Mr. Barnes. That is right. But this would not be true, you see, 
Senator, in a disaster loan. This is not true there. 

Senator CLarK. Would you not have the same procedure for a dis- 
aster loan ? 

Mr. Barnzs. No, sir. 

Senator Ciark. You would not send a fellow to the bank first ? 

Mr. Barnes. No, sir, not in the case of disaster. 

I might at this point correct something else that was said, and 
that is that in our regular business loan program we do make in- 
ventory loans and we do finance accounts receivables, usually as a 
matter of an overall financing plan. There is nothing in our policy 
that prevents it. 

The Cuarrman. Before we leave that point, I want the record to 
show that I inserted in the record a letter from Mr. Campbell, presi- 
dent of the National Bank of Eastern Arkansas, urging this commit- 
tee very strongly to adopt this bill. 

The reason is that the condition is so serious that the banks are 
in no position to extend themselves at all. I mean they think that 
this is important to ease the credit situation, and they do not regard 
it as a competitive move at all. 

Yesterday a banker from Tennessee testified. He was testifying 
about the bill before the Agriculture Committee, but I am confident 
he would think the same here. 

In normal circumstances there might be an element of competi- 
tion, but when they are so flat broke as they are now, any little help 
to any segment of the economy they regard as important. 

Senator Ciark. I am sure the chairman is correct. 

The Cuairman. That is what Mr. Campbell very definitely said 
in his letter. 

Mr. Barnes. Senator, this could be true, and I have not meant to 
indicate, because I have no knowledge, how much funds individual 
banks may have available for this purpose. We have made in- 
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quiries and we have phoned banks in all these areas, and I can give 
you more information on that. They think that perhaps 70 or 80 per- 
cent of the cases there are adequate funds to take care of p shia g a 
regular business loan program. But I have no knowledge on the 
specific condition of banks throughout the area. I have tried to ob- 
tain it, and it is just not available at present. It would have to be 
developed from other sources. 

I believe your committee is considering whether the contem- 
plated financial assistance to small concerns indirectly affected by 
excessive rainfall is the best solution for the concerns’ financial prob- 
lems. As you know, these difficulties arise, in part, because of the 
effect of excessive rainfall on the agricultural activity in the com- 
munity. It might be better practice to provide all necessary finan- 
cial assistance to the immediate victim of a disaster rather than to 
those suffering secondary effects. This is, in part, the approach 
contemplated under the regular Small Business Administration dis- 
aster loan program—that is, other than the drought phase of it. 

Thus, the committee may wish to examine into the question of 
whether the present agriculture disaster loan programs are adequate 
to their purpose. 

The Small Business Administration has no present information as 
to the number of small-business concerns which might require the 
financial assistance contemplated under S. 2918 and S. 2920. How- 
ever, I have instituted a study of this question and will make the 
results of this inquiry available to your committee. 

From a technical point of view, it appears that the language em- 
bodied in S. 2918 and S. 2920 is satisfactory to bring about the aims 
of this legislation. 

I believe that the foregoing comments are pertinent to S. 2959. 

Senator Rosertson. May I interrupt you there to read into the 
record, the same in both S. 2918 and S. 2920, the definition: “* * * 
affected by drought or excessive rainfall * * *”. That is the defini- 
tion which you say you approve. 

You say later on you do not know exactly what a catastrophe is. 
In S. 2959 the definition is: “* * * flood or other catastrophe * * *”. 

Well, now, fire might be a catastrophe to one man but it would not 
be to somebody else. 

We are dealing now with a problem that is indirect, for the mer- 
chant in that community because the farmer cannot get his crops 
sold or cannot harvest or something. 

Mr. Barnes. Yes. My point, Senator, is that the first two bills 
accomplish the purposes if the committee determines it wants to ex- 
pand the disaster-loan program to include excessive rainfall, businesses 
affected by excessive rainfall, whereas S. 2959 as presently worded 
does not do that. It contains the same provisions as in past law, 
which would still preclude us from making loans where there is ex- 
cessive rainfall mre I think also after the emergency had been termi- 
nated. 

That is what I was just now going to testify to. 

I believe that the foregoing comments are pertinent to S. 2959. 
However, this proposal presents certain additional problems. The 
bill would amend section 207 (b) (1) of the Small Business Act to 
empower this agency to make loans made necessary because of floods 
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or other catastrophes. At this point, this authority is similar to the 
authority maven, contained in the Small Business Act. 

However, in addition, the bill authorizes loans to be made— 
to any small business concern located in an area affected by any such flood or 
other catastrophe if the administration determines that the small-business 
concern has suffered a substantial economic injury as a result of such flood or 
other catastrophe. 
and if the area has been designated a disaster area by either the Presi- 
dent or the Secretary of Agriculture. As I have stated earlier, since 
the inception of the Siuksted toast program this agency has interpreted 
the words “floods or other catastrophes” to mean only flash-type 
physical phenomena such as floods, freezes, windstorms, hurricanes, 
and the like. Thus, it would appear that neither drought nor exces- 
sive rainfall could be classified as either a flood or other catastrophe, 
under the present wording of S. 2959. 

T am sure that you recognize that there are many calamities which 
create hardship but which are not intended by Congress to be a catas- 
trophe within the meaning of the Small Business Act. I refer to such 
matters as the burning of a building, an explosion in a factory or the 
sinking of a ship. 

For these reasons, I believe that in connection with granting dis- 
aster relief to concerns which have suffered economic injury as a re- 
sult of a catastrophe, the Congress should spell out precisely what is 
meant by a catastrophe. 

Consequently, the amendments set out in S. 2918 and S. 2920 are 
preferable to the general language of S. 2959. 

I will be glad to answer questions to the best of my ability and 
will be glad to furnish information on other matters relating to our 
drought loans or what we have done already in the rainfall area. 

It might be interesting, Senator, to know this: We have at this 
point prepared letters which have been and are being sent out—some 
of them have been sent out and some of them are still in the process 
of being sent out—to all of the banks in the rainfall area, the heavy 
rainfall areas, telling them exactly the nature of our limited loan- 
participation plan and our regular business loans and indicating a 
willingness to work with them and their customers that are affected 
by the rainfall and giving them full details on how to proceed. 

I have a copy of this letter which I will offer, and you may deter- 
mine whether or not it is worthy of being included in the record. 

The CHairman. It will be received. 

(The attached letter was sent by the Dallas office to banks in the 
region. ) 

SMALL BUSINESS ADMINISTRATION, 
Washington, D. C., January 20, 1958. 
Mr. JoHN Dok, 
President, Peoples Bank of Arkansas 


Dear Mr. Doe: Information obtained from recent press releases as well as 
from various small-business concerns indicates to us that small-business con- 
cerns suffered considerable economic injuries as a result of excessive rainfall in 
your area. Excessive rainfall, however, cannot be considered under our dis- 
aster loan program as authorized under section 207 (b) of the SBA Act of 1953, 
as would be the case following catastrophes such as tornadoes, floods, hurricanes, 
ete. Accordingly, it would not be permissible to grant loans under our. disaster 
loan program simply because of excessive rainfall. 
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In our desire to be of every assistance possible to banks and small-business 
concerns, it was our thought that perhaps we might be of help to banks in pro- 
viding necessary financing to concerns which are suffering economic injury 
because of inability to collect receivables and perhaps because of slowness in 
moving inventory as a result of the rains which have curtailed business 
activities. 


The enclosed leaflet explains our limited loan participation plan under which 
this Administration provides a protection to the lending institution under the 
terms of our participation agreement. The printed material attempts to ex- 
plain the mechanics of handling this type of loan, but if there is any question 
pertaining to this program on which you desire additional information, we shall 
be glad to have you communicate with our regional office or our Little Rock 
field office which is located at 620 Rector Building, 405 West Third Street. 

We might mention further that the standard application forms for use in 
applying for this type of loan have been simplified and, further, preferred atten- 
tion will be given to the processing of such applications when received at the 
field office, at which point the field office manager has been delegated the author- 
ity to handle the cases to conclusion. It is regretted that we cannot consider 
the granting of disaster loans, but we do ask that you carefully review the in- 
formation contained in the enclosure and if your bank is in position to consider 
the granting of loans pursuant to the procedure set forth, this Administration 
will be glad to consider assuming the major portion of the risk involved. 

Sincerely yours, 
Curis W. FERGUSON, 
Regional Director. 

The CuarrMan. From an administrative point of view, would there 
be any difficulties that you do not now encounter in administering the 
act with regard to drought, if you had to administer it with regard 
to excessive rainfall? Are they not really quite similar? 

Mr. Barnes. It would be a very similar type of program I would 
think. Our experience under the drought program has not been 
unfavorable I would say. The biggest difficulty that we have is in 
ascertaining that the loss or damage or situation is caused by the 
drought. 

I think we would have that same thing true in rainfall. 

There are some applications that come in that are clearly not 
attributable to the drought alone, we will say. It is due to other 
causes. And it is pretty clear that there is an effort to get a loan at 
3 percent which in reality should be a business loan. 

We have sometimes declined drought loans and made them as 
business loans. 

Our actual records on the drought loan I have available. I will 
be glad to put them in the record. 

The Cuatrman. I think it would be interesting if you would. And 
your rate of loss, and so on. Whatever you have there. It would 
be interesting to the committee for you to give us your experience in 
administering the drought loan program. 

If you do not have it, you can supply it; can you not? 

Mr. Barnes. Yes; I have it. 

The CuarrmMan. We would like it for the record. 

Mr. Barnes. I have a copy right here. 

The Cuatrman. All right. 

Mr. Barnes. I will introduce this for the record. 

The CuHatrmMan. Fine. 

Mr. Barnes. I will pass them around if you would like to examine 
them at this — 

(The tabulation referred to follows :) 
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Mr. Barnes. Let me comment about this, Senator, that I frankly 
have been surprised that there was not more activity, that there were 
not more ap pheations and not more interest in the drought program. 

I would like to give you an idea of the extent to which we have gone 
into it. 

In the drought area there were a great many States involved. I 
personally took a trip through the drought area with the President 
and then was there on my own initiative at other times. I at the time 
thought the local conditions in many cases were appalling. It was 
perfectly evident that the farmers had not had any income and that 
the people in the cities were in a difficult situation because of their 
inability to pay their bills. 

We publicized our program. We wrote to every bank in, I think, 
5 or 6 States. We authorized each bank to have applications and to 
accept applications to them and forward them to us as a service, since 
they would know the local situation. 

And then, in addition, we put out special bulletins, and we gave 
press releases, and in every way possible we attempted to inform busi- 
ness people in the drought area of the availability of this program 
without soliciting loans. 

But, in any event, we tried to make our services known, and it re- 
sulted in some 333 applications im the past year, of which 171 loans 
have been approved for some $3,523,000. 

Now, of course, the drought disaster has not been terminated in 
these areas. We are still advising some businessmen about the avail- 
ability of this program and still have a few inquiries. 

But, frankly, I thought this would be, on the basis of the informa- 
tion we received last year, many, many times larger than this. 

The Cuarman. | think that one significant and important ele- 
ment in this program is the confidence that arises from the fact you 
are ready, willing, and able to extend credit. If you had no pro- 
gram, I daresay there would be a great deal more trouble. I think 
that often happens. In this case the reassurance that it would bring 
to many of these small-business men if they thought they had it avail- 
able is very important. 

At the moment they are extremely discouraged by the prospect that 
exists in this area. I know it directly and firsthand when I was there 
in December. And now five of these small-business men from this 
area in Arkansas are up here. They are very greatly concerned 
about what is going to happen, you see, in the future. 

I myself think that the primary relief is going to be the companion 
bill for agriculture that is under either FHA or the PCA. But your 
part in it, while it may be small, I think is important in giving re- 
assurance to these people. 

No one, I submit, can make a logical distinction between the 
drought program and this program. 1 cannot see any reason why, if 
we have it in drought, we should not have it here. The adminis- 
tration of it, true, may present some difficulties, but you have those 
difficulties in drawing the line on borderline cases in every instance. 

I imagine in a flood you will have some cases that are right on the 
borderline, where you have to make those decisions. 

Mr. Barnes. Yes. Perhaps I can make a more clear distinction 
between our disaster loan program and our regular business loan 
program. We do use more liberal credit criteria in considering a 
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disaster loan, and it does have a 3 percent rate. However, the banks, 
except in rare instances, are not able to actually take a part of the 
loan and administer it due to the very low interest rate. 

It has always appeared to me that the condition that businessmen 
face is that their accounts receivable pile up or they have too much 
inventory. 

Senator Carenartr. Mr. Chairman, would you yield just a minute? 

The CuarrMan, Yes. 

Mr. Barnes. Yes. 

Senator Carrnartr. Would you get better results if the interest 
rate was the same for disaster loans as for business loans, but the 
terms for disaster loans were made more liberal so that the local 
banks would participate and so that you would be able to make more 
loans? 

Mr. Barnes. Well, there certainly would be more bank participa- 
tion, but I do not know that I can recommend that, Senator, because 
most of the disaster loans are made to primary victims of a flood 
or hurricane or something and you are rebuilding their business. 

Senator Capenart. My Beak judgment is that a businessman in a 
disaster area is more interested in getting the money on liberal terms 
than he is whether it is 3 or 5 percent. 

Mr. Barnes. Well, sir, under our limited loan participation plan 
we have general limits to it, of course, but we rely on the banks to 
examine the collateral and satisfy themselves that the loan will be 
repaid. We do not go into the collateral very much except to ascer- 
tain and read carefully what the banks have said. 

This enables a bank, even in the type of situation that we are dis- 
cussing here, to go quite far in setting up the type of loan that would 
most benefit the local customer. 

Senator Carenarr. What the man wants is a loan on as liberal 
terms as he can get. And, of course, at as low an interest rate as he 
can get. 

Mr. Barnes. If he is willing to pay 

Senator Capenart. But the point is, banks will not and cannot 
and could not afford to—a bank would go bankrupt if it had to— 
loan money at 3 percent on this kind of business where receivables 
and inventory are involved. 

Would we not be better off to make the terms more liberal and have 
the interest rate the same as a regular loan ? 

Mr. Barnes. I do not see the need for that, because if you are going 
to make the interest rate higher it is exactly the same and you would 
have exactly the same—— 

Senator Carenartr. No; your terms would be more liberal, because 
the man is in trouble. 1 do not think the fellow particularly cares 
whether he pays 3 or 6 percent. He wants to get the money on liberal 
terms. That is what he wants. He wants the loan. He is not partic- 
ularly interested in the interest rate. He wants to get the loan because 
he needs the money. He needs it over a longer period of time because 
of a disaster in his area, either a drought or excessive rainfall, meaning 
that his customers cannot pay him. Therefore, he has to carry them 
longer. Therefore, he wants longer terms rather than possibly lower 
interest. He would like to have both, of course. But I am trying to 
be practical about this. 
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Mr. Barnes. Senator, my honest opinion is that the problem is not 
a question of liberality of terms so much as it is whether the banks 
in this area have funds of their own to take their participation in any 
participation loan, in our regular business loan. 

Senator Carenarr. The bank will never take a 3-percent loan. 

Mr. Barnes. They will never take a 3-percent loan. 

Senator Capenart. Sothey are out entirely. 

Mr. Barnes. They are out. 

Senator Carenarr. If it were 5 or 6 percent, they would take it? 

Mr. Barnes. That is right. And they can do it under our present 
program. 

Senator Capenart. Under your present program ? 

Mr. Barnes. Yes. 

Senator Carenartr. How about your disaster loans? 

Mr. Barnes. Well, the only difference to any extent is the 3 percent 
and the higher percentage in the regular business-loan program. 

Senator Capenarr. In other words, if a small-business man is in 
a dissater area, meaning from flood or excessive rainfall or a drought, 
what is his main problem # 

Mr. Barnes. Sir? 

Senator Caprenarr. If a businessman is in a drought area, in an 
area of excessive rainfall or flood, what is his biggest financial 
problem ? 

Mr. Barnes. His biggest problem is that his accounts receivable 
begin to pile up. 

Senator Carrnart. Is not the biggest problem carrying his custom- 
ers over a longer period of time? 

Mr. Barnes. Yes,sir. That is it. 

Senator Carenarr. Well, then, that is the field where we ought to 
give these people help. 

Mr. Barnes. A secondary problem is that he may have obligated 
himself to buy inventory which he is unable to sell and he has to get 
his own loan extended. 

Senator Carenarr. That is right. Then he wants a longer period 
of time to pay off his inventory, because it is going to take him longer 
to sell it. 

Therefore, if you really want to help him, give him a long time 
to pay his loan. 

Mr. Barnes. Well, by “long time,” Senator, I mean 2 or 3 years. 

Senator Carenarr. I ia not : know — 

Mr. Barnes. Most of the inquiries are not for 10- or 20-year loans 
in connection with this kind of a disaster where it is merely a retire- 
ment of accounts receivable. 

Senator Carpuarr. You are going on the premise that in disaster 
loans you help the fellow because you give him a lower interest rate 
than you do on a regular business loan ? 

Mr. Barnes. That is correct. 

Senator Carenartr. My point is he is not interested in that at all, 
that he is interested in getting the money on long terms so that he 
ean carry his customers, so he can take a longer period of time and 
sell his inventory. That is what he is interested in. That is the real 
way you ean help him. 
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Mr. Barnes. He normally finances his inventory on a 90-day basis 
to a 6-month basis. He normally finances his accounts receivable on 
a fairly short term, less than 6 months. 

Senator Carenart. It depends on who he is. With an implement 
dealer or an automobile dealer it would be a long time. 

Mr. Barnes. Ordinarily. 

Senator Carenmarr. Or a furniture dealer. It would be 2 or 3 
years. With a piano or radio dealer it would be 2 or 3 years. 

Mr. Barnzs. I wish to correct one thing I said, Senator. That is, 
in our regular disaster loans at present a bank could take a partici- 
pation, could take a part and charge a higher percentage than 3 per- 
cent on their share. But this does not appeal to them very much 
because it looks like they are reaching for the last dollar, and so they 
just do not take participations. They are very helpful. They will 
give us credit information, even loan us people to work in these emer- 
gency areas. 

The Cuarrman. The Senator from New Jersey. 

Senator Casr. One of the questions I had a already been an- 
swered by Mr. Barnes. That is, under the present law banks can 
participate in disaster loans, charging for their share a higher interest 
rate than the 3 percent. 

Mr. Barnes. Yes, sir. But the Government share is limited to 3 
percent. 

Senator Case. I understand. 

The other question is this: I wonder if you could for the record, if 
you do not have it here, give us a statement as to the longest and the 
shortest and the average length of time that these loans on the sched- 
ule given us are outstanding under your experience with the drought 
program. 

Mr. Barnes. Yes, we can give you something on that, sir. 

(The information referred to follows :) 


Drought disaster loans approved, by maturity groups, cumulative 
through Dec. 31, 1957 
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The Cuarrman. Does the Senator from Pennsylvania have a ques- 
tion ? 

Senator CriarK. Mr. Barnes, would you mind turning to page 3 of 
your prepared statement and looking at the paragraph in the middle 
of the page, which reads: 

I believe that it is possible that SBA’s regular business loan program may 
be more suitable than a disaster-loan program to provide the financing necessary 
to meet the needs of small business concerns adversely affected by excessive 
rainfall. 
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That comment would apply with equal validity to the drought 
loans; would it not? 

Mr. Barnes. Yes. 

Senator Crark. Am I being unfair to you when I say that you 
are stuck with the drought loans because that was an Administration 
loan, but you do not want to extend it any further into excessive 
rainfall because you think that would be to some extent compounding 
the evil? 

Mr. Barnes. It would be fair for you to say that, Senator, al- 
though the drought disaster program was not originally proposed by 
the Administration. I would like to add, however, in fairness to my- 
self, that I have called our offices in Dallas and Little Rock and 
New Orleans and in Mississippi and asked those men to actually call 
the banks and ask them what problems they were encountering with 
accounts receivable financing and inventory financing from their 
customers and did they think they could handle it themselves or would 
they need help and, if so, would our limited-loan participation plan 
be helpful. 

And the best guess—and it is bound to be a guess because you 
cannot take anything very scientifically this way—was that in 70 
to 80 percent of the situations that they know exist down there now 
they can be taken care of under the limited-loan participation plan, 
and the banks plan to do so. 

Senator CuarKk. So your information would lead to the conclusion 
that there is no great need for this legislation ? 

Mr. Barnes. That is the reason I put this statement in here. 

Now, there are, unquestionably, as Senator Fulbright points out, 
going to be some situations where we cannot take care of it under 
the limited-loan yarticipation plan because the bank itself is hard 
pressed for lendable funds. In those cases the only alternative there 
would be for us to make a direct-business loan under our regular 
business program or a disaster loan if that is the decision of this 
committee and the Congress. 

Senator Crark. But you cannot find any logical distinction be- 
tween drought loans and excessive rainfall loans ? 

Mr. Barnes. No, it may be—no, I cannot. 

Senator Crark. Thank you. 

Mr. Barnes. It may be somewhat easier to ascertain that these 
loans in the flood area are directly attributable to heavy rainfall, I 
would say. We find it very difficult when a man comes in and wants 
a 3-percent loan and gives every kind of reason except the right one. 
We feel obligated to decline. 

Senator Ciarxk. I understand your problem, but there is not really 
much difference ; is there ? , F 

Senator Capenart. Mr. Chairman, let me say this. I am not op- 
posed to making excessive rainfall part of this bill, but I will say this 
to you: There is a big distinction between excessive rainfall, as it 
affects a farmer, and a drought. 

If you have a drought, of course, you have no pasture. You lose 
everything. With excessive rainfall you ordinarily get more hay and 
more pasture than you do otherwise. Under excessive rainfall you 
may have one good crop. 
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For example, in Indiana you might have a good wheat crop but 
lose your entire corn crop, or vice versé 

If you have a really extreme dr ought you lose it all. So there isa 
difference. 

Mr. Barnes. Well, I was talking about 

Senator CarrHart. My point is it is just as bad for the farmer if 
he loses his corn crop. 

Mr. Barnes. I was talking about administration of the program. 

Senator CrarK. That is all I was talking about, too. 

Mr. Barnes. There is another thought in this, too. A drought situ- 
ation may not correct itself for several years. You have to wait for 
yastures to come back, and you have to wait till farmers can raise a 
fae and sel] them in order to get some income, whereas in these cases, 
as I analyze it myself—and I have not had any experience—the next 
year there may be a good crop, so that you would expect the loans 
not to be of such long duration. 

The Cratrman. Mr. Proxmire, do you wish to ask a question / 

Senator Proxmire. Yes. I would like to ask Mr. Barnes to con- 
firm this. 

IT understand the statutory limitation for SBA disaster loans is 
$125 million. I understand that the total charges against this limita- 
tion are approximately $49 million, leaving a balance of about $76 
million. 

This drought disaster loan application table that I have before me 
indicates that SBA’s share since 1955 of drought loans has been $3.5 
million. I would assume that on the basis of this, since I am informed 
that there is $76 million or more left to be authorized, there is no 
problem here of adequacy of funds. 

Mr. Barnes.’ I think not, sir. I think that we have sufficient au- 
thorization in the present statute and that we also have sufficient funds 
unless—and the only “unless” I have is this—unless the total volume 
of loans from this program exceeded $20 million or between now and 
July 1 there was another disaster of considerable magnitude. 

(The following was received for the record :) 





Disaster loan authorization status as of Dec. 31, 1957 
In millions 
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Disaster loans approved, SBA share only: 
Fiscal year 
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1 Of this total, $3.5 million represents loans approved as a result of drought disasters. 
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Senator Proxmire. You would say, then, for all three of these bills, 
including S. 2959, it would seem to be adequate ? 

Mr. Barnes. I would think so. 

Senator Proxmire. Thank you. 

Mr. Barnes. My estimate is that these loans would not be much 
greater in volume than the drought loans, and, of course, this is made 
without knowing what is going to be done in the agricultural pro- 
gram. Unquestionably, if the agricultural program is extended be- 

ond what they now do, it will tend to pay off some of these bills that 
Sniinvilantiin't in town now are holding. 

Senator Proxmire. I see. Thank you, sir. 

Senator Capenart. Mr. Chairman, may I ask this question ? 

The Carman. Yes. 

Senator Carenarr. Could we not better serve the small-business 
man in the drought area, in the flood area, in the excessive rainfall 
area, if we changed the law to permit you to charge the same interest 
rate as you do on normal loans but to extend more liberal and. longer 
terms to those people ? 

Would that not serve them better? All you are able to offer them 
now under your drought and flood—and if we add excessive rain- 
fall—is just a lower interest rate. 

Would it not be better to give them longer terms and more liberal 
terms and at the same interest rate and permit the banks to partici- 
pate? Would we not serve more of them and serve them better than 
we do simply by reducing the interest rate? 

Mr. Barnes. I would say yes, Senator, but I have to qualify it a 
little bit in this way: The interest rate on disaster loans at the time 
RFC ceased existence and during about the last 2 years of their exist- 
ence was at 5 percent. This is a disaster loan. And about the first 
year and a half or 2 years of the Small Business Administration’s 
existence it was also at 5 percent. It was subsequently lowered, I 
think at the time of some hurricanes in New England, and it. was 
lowered by the Policy Board, as I recall, to bring it in line with the 
agriculture disaster program. 

Now, subsequently, Congress itself fixed the disaster loan rate at 
3 percent. 

Senator Carenart. | understand that. 

Mr. Barnes. Now, those loans are made to victims, direct victims, 
of a disaster, and I can see a good reason to give them a low interest 
rate. In those cases you are dealing with a homeowner who has had 
his home completely ‘destroyed and - you want to give them 20 years. 
Now, we can give them a 20-year loan at 3 percent interest on liberal 
credit terms at present. 

Senator Carppnart. We are talking about businessmen. I am talk- 
ing about businessmen at the moment. 

Mr. Barnes. All right, sir. And with regard to businessmen, if 
they are the direct victims of a disaster, we can loan them enough 
to restore them to the situation in which they were before the disaster. 
We can loan it to them at 3 percent, and we can loan it to them for 
20 years. 

I do not think that you can liberalize the terms very much more 
than that and 
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Senator Caprnarr. Is that not true of every businessman? You 
would not give a businessman a 20-year loan if he did not own the 
building, if he had no physical assets, and:all he had was receivables 
and inventory. You would not give him a 26-year loan. 

Mr. Barnes. In the case of a disaster we would. 

Senator Carenart. A 20-year loan? 

Mr. Barnes. Yes, in the case where he is a direct victim of a dis- 
aster, such as the men who lost their businesses in the floods in the 
New England river bottoms. 

But we do not always loan for 20 years. If it is merely a situation 
where he loses his merchandise or inventory in the store, or something 
like that, he only asks for it for 3 or 4 years. 

We try to tie the length and term of the loan together with his 
needs and his repayment ability. We have never had any complaints 
about this. 

Senator Carenart. The only thing you give a disaster victim, then, 
is that you reduce his interest rate over a normal loan. Is that 
correct ? 

Mr. Barnes. No, sir. We will give him a loan where he has less 
collateral and where the credit situation is not otherwise generally 
as clear as it is in a regular business loan. 

We interpret this as a function to restore him as nearly as possible 
to the condition before he had his disaster and to enable him to start 
up his business or to rebuild his home. 

Senator Carenarrt. It is not particularly good practice to handle 
the matter, in my opinion, on a reduction of interest rates alone. 

The Cuamman. Mr. Barnes, what has been the experience with re- 

rd to losses on your disaster loan program? Do you have any in- 

ormation about what was the experience in the RFC on disaster 
loans to businesses ¢ 

Mr. Barnes. I do not have the experience of the RFC. Wait a 
minute. I may have it. 

The RFC, if you will recall, Senator, had the experience with the 
very bad flood in Kansas City. 

The CHarrman. Yes. 

Mr. Barnes. And the area of the community that was there de- 
stroyed was somewhat marginal, as you may recall. We have sub- 
sequently taken over and administered those loans which are still in 
existence. I can only give you an estimate, but my guess would be that 
there are 4 or 5 percent, maybe as much as 6 percent, of the disaster 
loans that are charged off or would be delinquent at any one time. 

We have made some small improvement in the situation as to the 
loans at the time we took them over merely by having people go 
around from door to door and collect the payments on payroll days, 
which is the type of lending that is in that particular area. 

Now, in our regular disaster loan program I would say we have 
not been in existence long enough to have complete experience as to 
the situation. We have charged off 20 direct loans. In principal 
the amount was $93,558. There was $996 of interest and other receiv- 
ables. That is a total of $94,554. 

We have at present about $2,566,498 representing principal bal- 
ances of loans that are delinquent over 60 days. These are disaster 
loans that we have made during the last 4 years. 
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Adding those two figures, the amounts that we have charged off 
on our own loans and the amounts delinquent over 60 days—which, 
incidentally, are not necessarily to be considered as a loss because 
we may collect a part of it—both those figures amount to 4.5 per- 
cent of the total amount of $59.6 million disbursed. So that our 
chargeoffs are a very small percent, perhaps 1 percent or less than 
1 percent. The total amount of both chargeoffs and loans delinquent 
over 60 days in just disaster loans made by SBA is 4.5 percent. 

The Cuarrman. That is all disasters, not just drought ? 

Mr. Barnes. That is right. That is all floods, hurricanes, tornadoes, 
everything. 

The Cuarrman. Yes. Can you give us how that compares to de- 
linquencies on your nondisaster loans? That is, on your regular 
business loans? 

Mr. Barnes. I do not have it here, but I would estimate that is 
perhaps twice as much. 

The Cuatrman. About twice? 

Mr. Barnes. But, even so, I think this figure is very small for this 
type of lending, you see. It is a loan which you make very, very 
quickly with local advice on the credit background rather than wait- 
ing for Dun & Bradstreet reports and extensive information. 

The CHatrmMAN. You consider that is a very good record under 
the conditions ? 

Mr. Barnes. I do under the conditions in which the loans are 
made. 

The Cuarrman. In order for the record to be quite clear, according 
to the question asked by the Senator from Wisconsin you have ap- 
proximately $76 million in the disaster loan authorization un- 
committed as of this time. 

Mr. Barnes. Yes, sir. 

The Cuarrman. Judging from your experience under the drought 
loan and from your general knowledge of the situation, you would not 
need any additional money this year or next year to handle this situa- 
tion if S. 2918 or the other one that I introduced were adopted, would 

ou? 

Mr. Barnes. Senator, the figure you gave me was the uncommitted 
balance of the authorization. 

The Cuarmman. That is right. 

Mr. Barnes. We are authorized to have so many loans outstanding. 
And that is not an appropriation figure. That does not refer to funds 
on hand with which to make loans. It refers to authority to make 
loans. And on the basis of our past experience I would say that you 
are quite correct. The $76,200,000, which is the exact amount, should 
be ample for 2 years on the basis of past experience. 

The CHarrMan. Inasmuch as you testified that the applications for 
drought disaster loans were not very large, if we give this authority 
it would not be likely to swamp you at all. It still would not be a 
major undertaking. Yet it might do a great deal of good in reassur- 
ing the people in this area and giving those who are in difficulties an 
alternative to forcing the foreclosure and collection of their own 
debtors. Is that not true? 

Mr. Barnes. Generally speaking, I would say that was true. From 
the basis of the information I have from the field, we can probably 
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take care of 70 to 80 percent of the need through our regular business 
loan program. The other situations that I do not know about—— 

The CHarrMAn. I understood that. I do not wish you to repeat all 
that. But is it not true that, although you do not think there isa great 
need for it, you have no vigorous opposition to this? In other words, 
you think it is rather unimportant and you do not really oppose it 
much ? 

Mr. Barnes. I have not specifically opposed. it. I have given you 
the best judgment I have based on the other programs. 

The Cuarrman. So that if I understand you correctly, you feel that 
you can handle it, and if the Congress in its wisdom thinks that it is 
important you have no v igorous opposit ion to it / 

Mr. Barnes. Yes, sir. 

The Cuarkman. Is that correct? I am merely trying to summarize 
what the significance of your statement is. I am not trying to put 
words in your mouth. 

Mr. Barnes. Well, if Congress is going to adopt this, we would 
prefer the language in the two bills to which I testified. I think under 
that we would have no problems, no insurmountable problems, in ad- 
ministering it and, of course, would do our best to do a good job 
with it. 

I was present at a meeting yesterday and I heard the discussion 
about the agricultural phase of the program, and I believe if there is 
an expanded program there the need here will be even less. 

The Cuarirman. I certainly hope so. I hope to minimize the need. 
But if there is any substantial need at all, I do not see any strong 
objection to it. I can see no logical distinction between the ‘drought 
program and this. And since you feel it is a rather minor matter 
you might humor us by going along with it? 

Mr. Barnes. I will go along w ith you, Senator. 

The Cyamman. One final question. In this drought activity I 
notice you declined almost as many as you approved, Could you 
very briefly characterize the major reason why such a large per- 
centage of declinations occurred in that program / 

Mr. Barnes. Just on the basis of general experience, I could. In 
many instances there is no connection between the application sought 
and the drought or the particular calamity. The man presents a 
picture which ‘clearly shows that his earnings picture was down, that 
he had no credit aspects that favored the loan prior to the time the 
drought occurred. 

The Cuatrman. In other words, there was no connection between 
the drought and his problem? Is that the principal reason? 

Mr. Barnes. Yes, sir, . That is the principal reason. 

Another one in the drought area, which would likely not be the 
situation here, is that a man who starts a business after a drought 
has been on for 4 or 5 years may be assumed to have taken the risks 
of the drought. If his business does not succeed, it is not because of 
the drought; it is because it was poorly conceived. 

The Cuamrman. I do not think you will have any instances of that 
particular circumstance here. 

Mr. Barnes. Almost every decline is of that nature, in the drought. 
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The Cuarrman. What I meant is that in this case there would be 
very few who started business this fall in the midst of this deluge of 
water in this area. Actually, this is very close toa flood. I mean the 
connection between what has happened in this area and their financial 
circumstances I think would be quite clear to you. 

Mr. Barnes. Yes, sir. 

The Cuarrman. I think it would be much easier to apply, to 
administer, than the drought program. 

Mr. Barnes. The percentage of our approvals, Senator, in ordinary 
disaster programs where we are aiding the direct victim of the 
disaster—that is, a flood or hurricane—has been in excess of 86 percent 
as compared with 56 percent, I think, in the drought program. 

The CHarrMan. Thank you very much, Mr. Barnes. We appre- 
ciate your coming in and giving us the benefit of your knowledge in 
this testimony. 

(The following was received for the record :) 
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The CHarrman. The next witness is Mr. Thad Caraway, secretary 
of the Mid-South Farm Equipment Dealers Association, Memphis, 
Tenn. 

Mr. Caraway, we are very happy to have you. 


STATEMENT OF THAD CARAWAY, EXECUTIVE SECRETARY, MID- 
SOUTH FARM EQUIPMENT DEALERS ASSOCIATION 


Mr. Caraway. Thank you, sir. 

The Cuarrman, I may say by way of introduction your name is not 
unknown in these parts, both in the Senate and in the area. I knew 
your father and mother, I believe—or was it your uncle and aunt? 

Mr. Caraway. My uncle and aunt, Senator. 

The Cuarrman. I knew them quite well. Both of them were dis- 
tinguished Members of the Senate. 

Could you give for the record what area you represent and the 
area with which you are most familiar ? 

Mr. Caraway. The entire State of Tennessee, Arkansas, southeast 
Missouri, and the northern part of Mississippi. 

The Cuatrman. That is the major part of the area with which this 
legislation is concerned. 

Mr. Caraway. Yes, sir. 

The CHarrMan. Do you have a prepared statement ? 

Mr. Caraway. Yes, sir;I do. 

The Cuarrman. Would you care to put it in and summarize it for 
the committee? I leave that up to you, but it is more interesting to 
the committee if you would put that in the record, the complete pre- 
pared statement, and summarize it in your own words for us. 

Would you do that? 

Mr. Caraway. If you prefer, Senator, I will not go into detail 
with it, but I do have a survey here that I would like to go into detail 
on. It was completed yesterday at our annual convention. May I 
be permitted to do so? 

The Cuammany. Certainly. Proceed. 

Mr. Caraway. This survey was taken at our annual meeting at 
which some 500 dealers, farm equipment retailers, and manufacturers 
were present. The survey consisted of five questions. It was an in- 
formation return by members of the Mid-South Farm Equipment 
Association in convention assembled January 21, 1958, in Memphis, 
Tenn. 

I will eliminate questions 1 and 2. They refer to the catastrophe 
area. 

Question 3. How did your total sales of farm equipment in 1957 
compare with 1956? Percent up or down? 

Question 4. How does your present holding of accounts and notes 
receivable compare in relation to sales volume with 1 year ago? Per- 
cent more or less? Two years ago? Percent more or less? 

Question 5. Are your receivables as to due date older as of now 
than a year ago? Yes or no? If yes, by how much? Number of 
months ? 

I have here briefly the computed returns on that. In southeast Mis- 
souri, 5 dealers reporting, 1 stated sales were up 35 percent. Four 
stated sales were down 20 to 40 percent. Average, 33 percent down. 
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Five report receivables above a year ago 50 to 75 percent. Average, 
64 percent. 


Five report receivables above 2 years ago 10 to 75 percent. Aver- 
age 5/ percent. 

Five reported accounts older than a year ago 3 to 6 months, with 
an average of 4.3 months. 

In Mississippi, 35 dealers reporting, 4 stated sales volume was up 
5 to 50 percent, or an average of 20 percent. Thirty-one stated that 
sales volume was down 10 to 60 percent. Average, 32 percent. 

On the question on a year ago, one stated that receivables were down 
35 percent. Thirty-four stated that receivables were up 10 to 100 
percent, or an average of 43 percent. 

On the 2-year period, one stated that receivables were down 20 per- 
cent. Thirty-four stated that receivables were up 5 to 120 percent, 
or an average of 46.2 percent. 

The aging of accounts in the State of Mississippi: 33 reported older 
with an average of 3.6 months older. 

In the State of Arkansas, 55 dealers reporting, 14 stated that sales 
were up 5 to 40 percent, or an average of 17.6 percent. Forty-one 
stated that sales were down 5 to 60 percent, or an average of 24.1 per- 
cent. ‘Three stated that sales were about the same. 

Receivables, 1 year ago: One stated they were down about 5 percent. 
Fifty-five stated up from 10 to 200 percent, or an average of 28.4 
percent. 

Two years ago: One stated down 5 percent. Fifty-four said up 10 
to 800 percent. Average, 36.1 percent. 

The aging of accounts: Two report no change in age of accounts. 
Fifty-five report older by 2 to 10 months, or an average of 3.4 percent. 

Tennessee, 24 dealers reporting: Two stated that sales volume was 
up 3 to 16 percent, or an average of 9 percent. ‘Twenty stated that 
sales volume was down from 10 to 50 percent, or an average of 22 
percent. Two stated that sales volume was about the same. 

One year ago: Three reported receivables down 10 to 15 percent, 
or an average of 11 percent. ‘Twenty-one reported receivables up 10 
to 50 percent, or an average of 27 percent. 

Two years ago: Three did not report on this figure. Two reported 
receivables down 20 percent, 20 percent average. Nineteen reported 
receivables up 10 to 50 percent, with a 28 percent average. 

Receivables older than a year ago: One reported the same. 'Twenty- 
three reported “yes.” One reported the same. Twenty-three re- 
ported 1 to 10 months, or an average of 3144 months. We feel that 
two forms of assistance must be given these areas immediately if the 
agricultural economy of the areas is to survive. First, loans must 
be made available to farmers to insure a 1958 crop, to provide them 
cash to pay off their open accounts, and to pay interest and reason- 
able depreciation on notes for machinery. Secondly, and of equal 
importance, loans must be made to farm equipment dealers and other 
merchants supplying the farmers to bail them out until the farmers 
of the area can catch up on outstanding obligations. 

Both of these loan programs must be made to operate quickly to 
do the job for this next crop year. The redtape presently ex- 
perienced must be shortcut in some way so that this can be done. 
We are pleased to hear that the Farmers’ Home Administration has 








60 SMALL BUSINESS DISASTER LOANS 


relaxed their requirements and issued new instructions to permit 
farmer loans for all three of these purposes. However, we hear that 
they have supposedly relaxed their regulations but have no money 
available. 

We commend the Senators proposing the legislation to make pos- 
sible small business loans to farm equipment dealers in our disaster- 
stricken areas. However, in the past we have found that the Small 
Business Administration has policies for loans but no one can ever 
actually get a-loan. Here again I suppose it is a question of the 
money being available. 

The Cxuairman. I would like to say to you that the record does 
not indicate that lack of money is the trouble. You have just heard 
the testimony that they have available $76 million. 

Mr. Caraway. Yes, sir; I heard that. 

I would like to continue with this last part here. 

Farm equipment dealers have been told in every case by SBA that 
inventories are no good for collateral for loans because they do not 
have bonded warehouse receipt procedures and also that receivables 
are no good for collateral. We do not know of a farm equipment dealer 
who has been successful in getting a loan, even though in most cases 
a local bank offered to participate in the loan. Our dealers, therefore, 
consider it a complete waste of time to file an application with 
Small Business Administration. 

The Cuarrman. Thank you very much, Mr. Caraway. 

If I understand your testimony, you feel that the bill under con- 
sideration extending the authority to make disaster loans to this 
area affected by excessive rainfall would be very useful and helpful to 
the community ? 

Mr. Caraway. Yes,sir. Definitely so. 

The Cuartrman. Especially to the people you represent, but in addi- 
tion to that to the community as a whole? 

Mr. Caraway. Yes, sir. 

The Cuatrman. Any questions, Senator Case ! 

Senator Case. Just in the latter part of the statement, if I may. 

Your suggestion—at least, your general belief—is that banks would 
participate in loans which the Small Business Administration might 
make to equipment dealers? Is that your understanding—that banks 
were willing to do this? 

Mr. Caraway. Yes. 

Senator Case. Do you have any idea of the interest rate at which 
they would participate, and do you have a view as to the reasonableness 
of an interest rate which would be helpful here? 

Mr. Caraway. No, sir, I do not have. 

Senator Cassr. No other questions. 

The Cuarrman. The Senator from Illinois? 

Senator Doucias. No questions. 

The Cuarrman. The Senator from Wisconsin ? 

Senator Proxmire. No questions. 

The Cuatmrman. Mr. Caraway, I thank you very much for giving 
us the benefit of your judgment and your opinions. 

Your entire statement will be made part of the record. 

Mr. Caraway. Yes. Would you like me to leave these survey 


forms? 
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The Cuairman. Yes, we would like that, if you would care to leave 
those with the committee. 

Senator Case. I might just ask another general question if I might. 

The Cuarrman. Certainly. 

Senator Casr. To what degree, in your judgment, are the figures 
that you have given showing lower sales, higher inventories, due to 
the excessive rainfall and what to general conditions? 

Mr. Caraway. I would say that very close to 100 percent. This 
is my personal opinion, sir. 

Senator Casr. Mostly due to the excessive rainfall ? 

Mr. Caraway. Excessive rainfall, yes, sir. 

Senator Casz. That is all. 

The Cuarrman. Thank you very much. 

(The prepared statement of Mr. Caraway follows :) 


STATEMENT OF THAD CARAWAY, EXECUTIVE SECRETARY, Mip-SoutH FARM 
EQUIPMENT ASSOCIATION 


My name is Thad Caraway, executive secretary of the Mid-South Farm 
Equipment Association. 

Our organization is composed of approximately 450 farm-equipment dealers 
located in rural communities throughout the States of Arkansas, Tennessee, 
southeast Missouri and the northern half of Mississippi. Our dealers sell farm 
machinery and equipment, repair parts and farm production supplies and fur- 
nish daily service on farm equipment. They maintain stocks of new goods, 
used equipment, and repair parts in sufficient quantities to serve their farm- 
trading areas. They maintain service shops with modern tools and machinery 
and trained service mechanics who keep the machinery in operation in the fields 
at all seasons of the year. 

Needless to say the farm-equipment industry requires a sizable investment in 
store, service shop, machinery, parts and payroll. Furthermore, the dealer 
has to carry his farmer customers from the planting season until crops are 
harvested. Parts, service, and smaller items of machinery are carried on open 
accounts. Larger items of machinery are financed over periods up to 5 years 
depending on the life of the equipment. 

Farmers in a large portion of the agricultural area served by our dealers 
have experienced crop disasters this past year caused by excessive rainfall 
with which members of this committee are familiar and I need not describe. 
Our dealers, of course, carried their customers as usual up to the extent of their 
financial ability to do so. Most of them have reached or gone beyond their 
financial limit. 

Farmers in these areas had no income from which to pay even the open ac- 
counts let alone any principal payments or even interest on outstanding notes. 
Where the notes were discounted by the dealer with his local bank—the dealer 
is subject to recourse for failure of the farmer to meet the payments. Our 
dealers have no way of replacing inventories or continuing to meet payroll as 
they have exhausted their own credit beth with suppliers and banks. A large 
number of our dealers have, although reluctantly of course, had to notify 
farmers that from now on all sales and service must be on a cash-and-carry 
basis. 

We feel that two forms of assistance must be given these areas immediately 
if the agricultural economy of the areas is to survive. First, loans must be 
made available to farmers to insure a 1958 crop, to provide them cash to pay 
off their open accounts and to pay interest and reasonable depreciation on notes 
for machinery. Secondly, and of equal importance, loans must be made to farm } 
equipment dealers and other merchants supplying the farmers to bail them out \ 
until the farmers of the area can catch up on outstanding obligations. 

Both of these loan programs must be made to operate quickly to do the job 
for this next crop year. The redtape presently experienced must be shortcut 
in some way so that this can be done. We are pleased to hear that the Farm 
Home Administration has relaxed their requirements and issued new instruc- 
tions to permit farmer loans for all three of these purposes. However, we hear 
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that they have supposedly relaxed their regulations but have no money avail- 
able. 


We commend the Senators proposing the legislation to make possible small- 
business loans to farm equipment dealers in our disaster-stricken areas. How- 
ever, in the past we have found that the Small Business Administration has 
policies for loans but no one can ever actually get a loan. Here again, I sup- 
pose it is a question of the money being available. 

We feel that practically all of these loans will be completely repaid—both 
farmer and implement dealer loans. The Government will eventually be out no 
money. They must be on long enough terms so that this will be assured. We 
are not asking for relief grants but a sound loan program which will eventually 
cost the Government nothing. 

With respect to the small-business loans, 1 know they could be direct Gov- 
ernment loans or loans made by local banks and loan agencies guaranteed by 
the Government. I don’t purport to know which would be best. I only submit 
to you that a loan program of a local bank or financial agency is insofar as our 
members are concerned, one on which they feel they could get quick decisions. 
From past experience, if they have to deal with a Government lending agency, 
they will encounter many, many delays. 

I mentioned before that there is urgent need for immediate relief both for 
farmers and for implement dealers. Of course, the assistance to farmers is the 
more urgent and should be taken care of first and without delay. 

On Monday and Tuesday of this week we held our annual meeting at Memphis 
which was attended by some 500 implement dealers and manufacturers. During 
the meeting yesterday I took a survey of those in attendance, the results of 
which, I believe will be of interest to the committee. 

The CHarrmMan. The next witness is Earl F. Rabala. Will you 
come forward, Mr. Rabala? 


Will you give the reporter your name and whom you represent / 


STATEMENT OF EARL F. RABALA, PRESIDENT, DEEP SOUTH FARM 
EQUIPMENT ASSOCIATION 


Mr. Rapaxa. Thank you, Mr. Chairman. 

My name is Earl Rabala. I am president of the Deep South Farm 
Equipment Association that includes farm implement dealers in the 
State of Louisiana and the southern half of Mississippi. 

I am also an implement dealer. I operate in Bunkie, La., which 
is in the central part of the State. I am president and general man- 
ager of the Rabala Truck & Tractor Co. 

I also have with me the executive secretary of the association, John 
J. Crawford. 

I would like for just a moment to acquaint you or attempt to ac- 
quaint you with conditions as they actually exist in our territory. — 

The indebtedness of the farmer in Louisiana and south Mississipp 
has substantially increased in 1957, with a very, very few exceptions. 
Most farmers who own land have increased their mortgages to secure 
funds in order to pay obligations incurred in their 1957 operations. 

Thus, it is not uncommon to find smaller mortgages in the $5,000 
to $10,000 range doubled. Larger mortgages have increased substan- 
tially also, although not so much percentagewise. Increases of 25 to 


40 percent are common in larger mortgages. _ nae 
Farmers fortunate enough to have substantial equity in cattle have 
been quick to offer this as collateral in preference to increasing mort- 
gages. 
Tate! lending agencies are going along to some extent but are lim- 
ited mainly to old customers whose credit is not otherwise impaired. 


Operating losses were almost universal among farmers of all classes, 
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The cause was, first, Hurricane Audrey, that hit us on June 22. The 
second big thing was the rainfall during the last 4 months of 1957, 
our maturing and harvesting season. 

In my opinion, gentlemen, annual installment loans to amortize 
over at least a minimum of a 5-year period would be a very helpful 
remedy. An option to pay off more rapidly should be included. 

Although all businesses of the area have been affected in one way 
or another by crop failure, I believe farmers most urgently need finan- 
cial assistance to sustain operations. 

A lending program should be guided accordingly and needs to be 
available immediately. I cannot emphasize the last two words of 
that statement too strongly—“available immediately.” 

The magnitude of the problem will not really become wholly appar- 
ent until about 60 days more. Many farmers have not been able to 
deal with the matter of settling last year’s obligations. Most have 
not yet approached the problem of financing 1958 operations. It is in 
this connection that local lending agencies are going to have to make 
some agonizing appraisals, and I believe there is need for a carefully 
administered program of financial assistance calculated to sustain the 
farmers’ operations through 1958 in cases where credit, impaired be- 
cause of 1957 crop failures, cannot be secured through local sources. 

Many of our 200 retail farm equipment dealers will need direct 
assistance to enable them to continue their own operations this next 
year. Accounts receivable, at the present time, of our dealers range 
from 40 percent to double that of last year. These open accounts, with 
no payment immediately in sight, have many of our dealers in serious 
financial condition. 

Manufacturers are not making any changes in their standard terms 
to relieve this situation. 

Loans to these dealers are needed without delay and on long enough 
terms to permit gradual recovery so that service to farmers will not 
be impaired. 

We have with us a number of statements from farm machinery 
dealers in our area. We would be happy to make this information 
available to you. We would like a little time, however, to copy this 
information for your committee. 

Senator, it has indeed been a pleasure to be here with you, and I 
do hope that we have brought a little information to you as to the 
condition that actually exists in our area. 

If I can, as an implement dealer or as a representative of the 200 
implement dealers in our Louisiana and south Mississippi area, answer 
any questions, I would be most happy to do so. 

The CHarrman. Thank you very much, Mr. Rabala. Your testi- 
mony will be very useful to the committee. 

Senator Case, do you have a question ? 

Senator Case. Just one question. 

You mentioned in the early part of your statement that loans repay- ' 
able over at least 5 years were desirable. I was not clear as to whether \ 
that suggestion related primarily to loans to farmers—because some 
of your suggested relief, I think, related to relief for farmers—or 
loans to businesses dealing with farmers. 

Mr. Rapara. I would say, sir, that I did refer to both. I think 
there is a need to both. I do think that the great need is more in the 
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ae of time that this credit can be extended than any other phase 
of it. 

Senator Case. Does that apply to people in your situation? That 
is, business people ¢ 

Mr. Rasara. I would say “yes.” 

Senator Case. What would you use it for, largely? For carrying 
present inventory or for permitting longer term payments by people 
whose accounts you already have sold, and so forth ? 

Mr. Raxpata. I would say “yes”—for extending open accounts and 
for inventories. Yes, sir. 

Of course, in the farm implement business we have problems that 
possibly do not exist in quite a few smaller businesses, a lot of the 
other smaller businesses. We have this retail paper that we sell to 
our local banks. 

I would like to drop that in here right now, if you will permit me. 

We in the implement business sell on what we call in most cases 
two fall payments. Our notes unpaid balance is divided into two, 
and the maturity is reached in the fall of each year. 

As an example, in my own individual business I had an indirect 
joan with my local bank on notes that I had discounted to them in 
the amount of roughly $160,000. In 1957 I extended $110,000. I 
had my bank extend $110,000 of that $160,000. In past years my 
extensions on maturities have been less than 5 percent. 

Bear in mind that the implement dealer on this discount paper has 
endorsed that with 100 percent recourse. 

Senator Casz. Your ordinary sales, then, are financed over a 2-year 
period ¢ 

Mr. Rapara. Right. 

Senator Casr. Thank you. 

The Cuarmman. The enatele from Illinois. 

Senator Doveas. I would like to ask the witness this question, if 
I may. Do you think that this granting of loans is a Federal func- 
tion or a function of the States? 

Mr. Raxsata. That, Senator, is a question that I, not being a stu- 
dent of government, am afraid I would not be capable to give you a 
good answer to. 

Senator Dovenas. We all are citizens, and here you are asking 
that the Federal Government aid you with loans. What is the con- 
stitutional basis for the Federal Government making loans to help 
farm implement dealers? Can you point to any section or amendment 
to the Constitution which authorizes this ? 

Mr. Rapata. Well, sir, as I have listened to the man who is Ad- 
ministrator of the Small Business Administration, there apparently 
is a mechanism of the Federal Government already set up along those 
lines. 

We are not attempting to institute a new phase of lending that is 
not already in existence. 

Senator Dove.as. Are you saying since it is a mechanism of the 
Federal Government and has been embodied in Jaw that therefore 
you should acquiesce in it ? 

Mr. Rasata. I feel quite sure, sir. 

Senator Doveras. And that this applies across the board to all 
laws of the Federal Government as interpreted by the courts? 
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Mr. Razata. I cannot disagree with you, sir. 

Senator Douegias. And you feel this is a general constitutional 
principle? 

Mr, Rasata. Again I say you may be involving me a little too 
much in your question, sir. You may be asking me a question that 1 
am not thoroughly capable to answer. I feel that I am in a better 
position to discuss the problems of the small-business man in the im- 
plement business, because that is my 

Senator Dougtas. I know, but we have to find a constitutional jus- 
tification for our action. 

The Cuatrman. I submit the witness says he is not a constitutional 
lawyer. It is up to you and me to find it, not him. He did not 
come here professing to be an authority on constitutional law. 

Mr. Rasara. Thank you, sir. 

The Cuatrman, I think his answer was entirely appropriate and 
adequate when he first said, in effect, that that is not his business. 

Senator Case. Mr. Chairman, that suggests a question. 

The CHatrman. We have another witness, and we have to move 
on. I am perfectly willing to argue the constitutionality at the right 
time, but this witness does not wish to nor does he think he is quali- 
fied to do it. 

Senator Cass. I would not want to continue that argument, but 
it did suggest this question: Do the States covered by the area in 
which you are concerned have any provisions of their own for as- 
sistance to business along this line? 

Mr. Rasaua. To the best of my knowledge, sir, there is no such 
provision offered by our State. 

Senator Casr. Thank you. 

The Cuamman. Thank you very much, Mr. Rabala. 

The last witness is Mr. Stacy Kellum, president of the Mississippi 
Oil Jobbers Association. 





STATEMENT OF STACY KELLUM, PRESIDENT, MISSISSIPPI OIL 
JOBBERS ASSOCIATION 


Mr. Kettum. Thank you. 

The Cuatrman. Do you have a prepared statement, Mr. Kellum? 

Mr. Ketuium. Yes, sir, I do. 

The Cuarrman. I wonder could you put that statement in the rec- 
ord and summarize it for the benefit of the committee? You have 
heard the previous testimony, and maybe your problems have already 
been covered, but we would like your opinion about the situation. 

Mr. Kettum. Mr. Chairman, I can very briefly discuss the contents 
of this prepared statement. 

First, my name is Stacy Kellum, and I am president of the Missis- 
sippi Oil Jobbers Association. The oil jobbers of Mississippi furnish 
probably 90 percent of the fuel and gasoline to farmers in our State. 

We took a crosssection of our membership, which comprises 125, 
and we arrived at a figure of accounts receivables December 31, 1957, 
over December 31, 1956, and we came up with a figure of $1,700,000 
which oil jobbers in our State now have in their receivables over 
the previous year. 

In our organization, and by the nature of our business too, we very 
often and, as a matter of fact, we made it a matter of practice, to 
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borrow short-term money from banks to carry the farmer for his 
fuel supplies until the farmer harvests his crop, sells it, and repays us. 

This year the situation is this: Many of us I would say have not 
been able to pay our banks for the short-term money which we bor- 
rowed. The banks through necessity, because of the general eco- 
nomic condition, are making more firm demands on us as businessmen 
for that money, and we are not able to pay it. 

I think, and our association feels, that we should have an emergency 
source of credit, new funds to borrow on receivables and inventories, 
if you please, in order to do business for the coming year, to continue 
to furnish the farmers, our customers, with fuel and gasoline. 

That pretty well wraps up my story. 

I have listened to the testimony of Mr. Barnes and others. I per- 
sonally feel that we need emergency loans through the SBA to cover 
receivables and inventory perhaps where these funds would not en- 
cumber the other collateral of a bildsteninne. My idea there is that 
the requirement of funds from the SBA would not be as great, for if 
a man had to make a normal loan as set up through the SBA now, 
then he would have to give all of his collateral as a mortgage and per- 
haps it would require more money than it would be under an emer- 
gency fund setup. 

My personal observation is that a lot of these loans would have to 
be made direct from the SBA. Banks are pretty well loaded from 
carryover of accounts from farmers and other businessmen, and they 
are short of funds. 

To some degree I look with a dim view upon the idea of giving 
farmers money to pay for all outstanding debts unless it could be 
closely supervised. 

My idea there is this: I am afraid that some businessmen holding 
large accounts against a farmer might be left out unless it was very 
closely scrutinized under a very efficient system. 

Gentlemen, I want you to know that I sincerely appreciate the op- 
portunity to appear before you today and in a small way to deere 
the chaotic condition of the members of my association and other small- 
business men and especially the farmers of our State. 

My statement to you has been rather brief, and I stand ready now 
to answer any questions that any of you may desire to ask at this time. 

The CuarrMan. The Senator from New Jersey. 

Senator Casr. You spoke about the normal practice of people in 
your business of borrowing money from the banks to carry customers’ 
accounts. Over the years, what has been the traditional rate of inter- 
est that you have paid on those loans? 

Mr. Kettum. We pay 6 percent on that loan. 

Senator Casr. Has there been any recent change in the interest rate 
structure ? 

Mr. Kettum. No, there has been no recent change in that rate. It 
has been firm, oh, for the last 10 years anyway at 6 percent. That is 
what we pay for our short-term money. 

Senator Cass. All right. 

The CHatrMan. The Senator from Illinois. 

Senator Doueias. Have you made any application to the State of 
Missouri for relief? Or the State of Mississippi ? 

Mr. Kettum. You mean the State of Mississippi ? 

Senator Doueias. The State of Mississippi. 
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Mr. Ketium. No, sir, I have not, and the State of Mississippi does 
not have any agency or mechanism of any sort to aid sinadt husiaoos 
men. 

Senator Doveias. Have you ever tried to get the State of Missis- 
sippi to put such a measure into effect ? 

Mr. Ketium. No, sir; we have not. We felt that the Small Busi- 
ness Administration and the RFC prior to the Small Business Ad- 
ministration had the agency setup for such loans and we did not feel 
it was necessary. 

Senator Doveias. Do you not think your first effort should be to 
have the States assume responsibility for these functions—the States 
which are sovereign? Rather than keep appealing to the Federal 
Government ? 

Mr. Ketuium. I think that is a good idea, Senator. As a matter 
of fact, I will go back and see what we can do about that. But, of 
course, since we have an agency set up in the Federal Government to 
perform that duty, and with this emergency so insistent that some- 
thing be done, we feel that we can travel more readily by traveling 
through the Federal Government. 

And also remember this: The Federal Government has been very 
iiberal with other nations in its foreign aid program, and we feel that 
perhaps it could be just as liberal with some of its own people. 

Senator Doveras. Are you acquainted with the 10th amendment 
to the Constitution / 

Mr. Ketium. I am like the gentleman from Louisiana. I am not 
“t lawyer. 

Senator Dovetas. No, but you are a citizen, and you know that the 
10th amendment, which has been widely quoted in Mississippi, is that 
powers not specifically granted to the Federal Government nor denied 
to the States shall be presumed to rest with the States and with the 
people. Do you find anywhere in the Constitution any justification 
for the Federal Government making loans to private individuals? 

Mr. Ketium. Let me answer you in this way, Senator. I pretty 
well uphold the traditions of the people of Mississippi. 

Senator Doucias. Then you should be against Federal aid to busi- 
nessmen. And here you are coming asking for it. 

You know, it is extraordinary the difference in attitude which 
people assume on this matter. When they do not want to follow a 
jaw, then they discover that the States are sovereign. When they 
do want aid, then they discover the beneficent influence of the Federal 
Government. 

Mr. Ketivum. Sir, is that not rather elementary with all of us as 
human beings ? 

Senator Doveras. We certainly should try to be consistent in these 
matters. 

Mr. Kettum. We should, but do we? 

As a Member of this Congress perhaps, or of this Senate, are we 
always that way, asa Member of the C ongress ? 

Senator Doveras. Well, I try to be. May I say I try to be con- 
sistent. 

Are you going back and advocate, therefore, that Mississippi intro- 
duce a Small Business Administration Act to make loans to small- 
business men in Mississippi? 
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Mr. Ke_tum. Sir, 1am not a member of the legislature. 

Senator Dovueras. No, but you are a citizen, an influential citizen. 

Mr. Kettum. But I do think the Senator has a point there and I 
think our State perhaps should have an agency of that nature. 

Senator Doveras. Mr. Chairman, I think until an effort is made in 
Mississippi to get such a law the Federal Government should not give 
aid in these matters. 

The Cuarrman. I say to the Senator that opens a big problem. You 
know in 1860 we did try, Mississippi and others, to get rid of this as- 
sociation with Illinois and others, but we did not succeed. There fol- 
lowed so many complicating factors since then that I am afraid are not 
suitable for this hearing, because it is 12: 30. 

I thank you very much, Mr. Kellum, for coming here and helping us 
develop the facts about this program. 

Mr. aie. Thank you, sir. 

Would you like to have copies of this statement ? 

The Cuamman. Please. 

We want to put your entire statement in the record. 

(The prepared statement of Mr. Kellum follows :) 


STATEMENT oF Stacy KELLUM, PRESIDENT, MISsSISsIPPI O11 JoBBERS ASSOCIATION 


Gentlemen, my name is Stacy Kellum. I am president of the Mississippi Oil 
Jobbers Association, which is comprised of 125 members from throughout the 
State of Mississippi, who supply a very large percentage of petroleum products 
to the farmers of our State. Some 90 percent of these farm sales are made on a 
credit basis and a substantial part of these charge accounts are normally paid for 
after crops are harvested and sold in both spring and fall. 

I have been requested to appear before this committee and testify as to the 
extent the oil jobbers of the State of Mississippi were injured during the year 
1957 on account of excessive rainfall. 

I did not learn that I would be called upon to appear before you until Friday, 
January 17, 1958, and for that reason was not able to obtain from each member 
of our association the extent of his injury, but I was successful in obtaining this 
information from a representative group of our members, and there is annexed 
hereto as an exhibit information which will reflect such injury to those jobbers 
who were in a position to furnish me with the information on such short notice. 
You will note that I have not listed the names of the affected jobbers in the ex- 
hibit, but the exhibit does show the counties where the affected jobbers conduct 
their businesses. I have not given the names of these jobbers since I do not de- 
sire to make their names and the extent of their injury a matter of public record, 
but I have their names and addresses with me and will be glad to furnish the 
members of this committee, off the record, such information if they desire. 

The information that I have compiled is, I am sure, representative of a 
cross section of our State, and based thereon my conservative estimate of the 
abnormal burden of farm accounts receivable being carried by the oil jobbers 
of our association aggregates the sum of $1,700,000. 

These abnormally high farm accounts receivable, coupled with the natural 
loss of sales which resulted from excessive rainfall, fully warrant the Congress 
in broadening the scope of the present law which now provides for aid to those 
suffering injury as the proximate result of drought and other forms of disaster 
to include rainfall in the existing categories warranting such relief. 

I have been unable to obtain the amount of excess rainfall county by county 
over our State, but I assume that this committee has such information available 
to it. I ean say without equivocation that I have never known our State to be 
so adversely affected by rains as it was during the year 1957, and based on the 
amount of rainfall that has thus far fallen in the year 1958 it appears that 
conditions will be no better in the current year. 

The office of the motor vehicle comptroller of our State advises that its reve- 
nue from receipts of gasoline taxes was over $400,000 less during the year 1957 
than it was during the year 1956, and on the best information available to me 
a substantial portion of that loss stems from abnormally low sales in the delta 
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area of our State and undoutedly is attributable to excessive rains. Convert- 
ing the $400,000 loss in tax revenue from gasoline sales into gallons of gaso- 
line, we find that there was a drop in such sales during the year 1957 under 
year 1956 of approximately 5,831,000 gallons. This is arrived at by dividing 
6.86 cents per gallon tax into the $400,000 loss figure given above. 

Gentlemen, this figure of $1,700,000 to some extent may seem small, but the 
burden becomes much more acute so far as the small-business man is concerned 
since most of us borrow money from banks on a short-term basis and repay 
the banks when the farmers pay us. This year many of us have not been able 
to pay our banks, and since the economic condition generally is so acute most 
State bankers, by necessity, are much more demanding than they have been in 
the past under normal conditions. Therefore, many small-business men in our 
industry and other types of business as well will not be able to operate during 
the next year without some new source of credit. 

Gentlemen, I want you to know that I sincerely appreciate the opportunity 
to appear before you today to, in a small way, describe the chaotic condition of 
the members of my association, other small-business men, and especially the 
farmers of our State. 

My statement to you has been rather brief, and I stand ready now to attempt 
to answer any questions that any of you may desire to ask at this time. 











EXHIsit A 
Farm Farm Difference 
accounts accounts attributable 
Jobber and county receivable, receivable, to excessive 
year ended year ended rains 
Dec. 31, 1956 | Dec. 31, 1957 
Jobber A, Washington____ aati es None $3, 846. 06 $2, 846. 06 
Jobber B, Humphreys Scaelecaniaiy $24, 194. 29 33, 582. 88 9, 388. 59 
Jobber C, Grenada... 632. 42 688. 72 487. 21 
Jobber D, Sunflower. ; ; 9, 724. 24 27, 421. 14 15, 000. 00 
Jobber E, Pearl River. -- ; 2, 500. 00 2, 000. 00 452. 00 
Jobber F, Washington | 181, 400. 00 258, 300. 00 76, 900. 00 
Jobber G, Washington | 50, 212. 49 | 75, 692. 01 25, 479. 52 
Jobber H, Humphreys------ | 19, 802. 60 48, 770. 7§ 28, 968. 19 
Jobber I, Tate ; : - 14, 788. 89 15, 703. 03 914.14 
Jobber J, Newton______- | 9,291.26 | 15, 783.93 6, 492. 67 
Jobber K, Walthall 848. 92 | 2, 487. 46 1, 584. 79 
Jobber L, Sunflower. ; 93, 934. 00 | 135, 877. 00 41, 943. 00 
Jobber M, Sunflower. - - ; i a file 20, 000. 00 


The Cuarrman. The committee now stands in adjournment. 
(Whereupon, at 12:30 p. m., the committee adjourned subject to 
the call of the chairman.) 


x 





